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Holdings Limited

| ang : ; S Massdiscounters
wholesale and retail chains, each focused on high (General merzhandise

I _ . C L ;
volume, low margin, low cost distribution of discounter)
mainly branded consumer goods for cash, in ‘

11

céuntries in Southern Africa

through
Masswarehouse
{Warehous2 club
discoun:er)
- divisions
comprising2 2 8
stores, and Massbuild

(Home improvement
retailer}

(0J L

478 member buying association

Masscash
(Food wholesaler and
buying association}

The Group is the third largest distributor of consumer
goodsi in Afrlca, the Ieadmg retaller of general

merchandlse, Ilquor and home |mprovement equipment |
and sgpplles, and the leading wholesaler of basic foods. * LSM refers to Living Standard Measure, which is a wealt

in the South African market in terms of standard of fiviny
** [ncludes Furnex which was sofd with effect from 1 Marc)
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-~ Provincial store and sales distribution
Retail sales by Massmart stores per National retall industry
province province per province sales per province

53

Durban

Gauteng 25.6 398 35.1

ndon KwaZulu-Natal 45 21.7 17.6 15.9
Westem Cape 33 15.9 151 12.8
Eastern Cape 33 15.9 8.9 9.2
North West 9 4.3 4.2 7.2
Limpopo 8 3.9 4.0 6.7
Mpumalanga 11 5.3 4.0 5.8

Free State 10 48 5.3 5.8

: Northern Cape 5 24 1.2 1.7

| Total 207 100.0 100.0 106.0




_Store Region Map

Divisional/chain store distribution

Massdiscounters

Masswarehouse

Massbulld

Masscash
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(Total sales)

Sales R8 096 million
EBITA R546.4 million

________ Sales R7 661 million
i EBITA R288.3 million

Sales R3 893 million
EBITA R290.4 million

Sales R10 798 million™
EBITA R208.4 million

h index that is used to segment households
* rather than income.
1 2006.
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(Trading profit)

28 stores acquired 1 July 1998
Now 70 stores

RSA, Botswana, Namibla, Mauritius,
Mozambique, Uganda, Zambla, Nigerla

General merchandise and
nenpearshable groceries

LSM 5 - 10"

makpd

As a 6 store chaln Makro was the founding
antity of Massmart

Now 14 stores
RSA, Zimbabwe
Food Aiguor/general merchandise

Liquor and general merchandlise LSM 6 - 10*
and food LSM 2 - 4~

NN
Juilders
warshouse.

HOME IMPROVEMENT ATO X

8 Bullders Warehouse stores acquired 28 February 200
3 De La Rey stores acquired 1 June 2005
Rebranding of De La Rey currently in progress

Now 20 stores
RSA
Home improvement suppllies/tools /bullding materip!s
LSM 5 — 10*

CBW

14 CCW Stores acquired 1 June 1998
22 Browns and Weirs Stores acquired 1 July 2001
Two chains combined under CBW format
from 1 July 2001

Now 62 stores
RSA, Lesotho, Namibla, Botswana
Food /Hquor/groceties
LSM 2 - 4~




20 stores acquired 31 May 1993
10 stores
RSA

General merchandise

LSM & - 10+

fo.(w.

HOME & DEN CENTRE

14 Servistar stores acquired 1 Jine 2005,
rebranding currently In progress

Now 14 stores
RSA
'ma Improvement supplles/tools/bullding materials
LSM & - 10*

6 stores acquired 1 April 2001

Now 7 stores
RSA, Lesotho, Namibla, Botswana
Food/groceries/athnlc lcs
LSM 1 - 4*

illive—fsl_cjline earnings)

TRADE PEPOT.

BUILDING HATERIAL SUPPLIES

34 Fed d Timbers stores acquired 1 fune 2005,
rebranding currently in progress
Now 31 stores
RSA
Home {mprovement supplies/tools/bullding materials
LSM 5 - 10

s
Sl'ljieid

378 member companies
acqulred 1 March 1992

Now 478 members
RSA, B , Namibla, Swazlland
Food/groceres
LSM 1 ~ 4*

3
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trategic Principles_

MASSMART

Holdings Limited

Strategic intent
To be considered a leader by all stakeholders
in our chosen markets.

Vision
Massmart’s vision describes the
response we strive for from stakeholders.

Customers will regard Massmart's wholesale and
retail formats as their first cholce when buying
these categories of merchandise offered by the
formats.

Suppliers will regard Massmart as a valued partner
in accessing and understanding their end-
consumers.

Career retailers will regard Massmart as the
preferred employer in the distribution industry.

Investors will regard Massmart as a portfolio
rendering superior growth and total returns at
relatively lower risk than alternative wholesale and
retail investments.

The community will regard Massmart as a
sensitive, caring, trustworthy, South African
corporation.

Mission
Massmart’s mission describes the assets
and competencies necessary for
strategic success.

Massmart is a South African-based international
management group, invested in & portfoiio of
differentiated, complementary, focused wholesale
and retail formats, each reliant on high velumes
and operational excellence as the foundation of
price leadership, in the distribution of mainly
branded consumer goods for cash.

The Group actively seeks the continual improvement
of performance in the portfolio and its parts, through
strategic and structurat clarity, high market shares,
excellent management, principle driven ethical
leadership, cost-effective technology and the
sharing or agglomeration of capabllities,
knowledge, resources, influence and information.

To this end, thought leadership, individual and

collective  performance, and collaboration
throughout the Group are appropriately rewarded,
with  executive management incentlvised

predominantly on Group performance.

Values
We value diversity, dignity and respect, integrity and trust, stewardship and
accountability, and entrepreneurship.

4
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Massmart earnings and share price performance versus JSE General Retailers Index (rebased to 100)
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of Bulldérs
Warehouse

Massmart
! . ;
[ restructured into .
four divisions
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———Financial Highlights

for the year ended 30 June 2006

2006 2005 Change

Group summary* Rm Rm %
Sales 29 963.6 25 381.5 18.1
Earnings before interest, taxation, depreciation, amortisation and

asset impairments (EBITDA) 1536.4 11498 33.6
Trading profit 13335 8992.3 34.4
Headline earnings 836.6 651.9 28.3
Cash generated from operations 1 804.0 1247.0 44.7
Shareholders’ equity 1901.8 18213 25.0
Total assets 9618.4 8 133.2 18.3
Ordinary share performance Cents/share Cents/share %
Headline earnings 419.3 327.6 28.0
Diluted headline earnings 408.3 316.4 29.0
Dividends 210.0 183.0 14.8
Net asset value 946.0 762.0 24.1
Financlial statistics % %
Trading margin 4.5 3.9
Return on capital employed 51.1 51.4
Return on shareholders’ equity 48.9 44,2
Debt: Equity 213 9.2
* Sea explanatory notes forming part of the seven-year review on pages 40 to 51.
The above excludes smounts relating to tha discontinued operation. Details can be found in note 3 In the annual financlal statements on page 126.

Total sales Total trading Headline earnings Headline earnings before
increase profit increases increase acquisitions increase

16% 37% 28%

to R30 448 million to R1 341 million to R837 million

20%

to R780 million

6
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 Operating Highlights and Prospects

Operating highlights
for the year ended 30 June 2006

The highlights of the year were:

* Record total sales of R30.4 billion,
5.4% of which was from 21 foreign
stores.

» Comparable store sales grew 5.5%
and sales before acquisitions grew
8.3%.

* Consumer credit sales comprised
1.2% of Group sales.

= Total trading profit grew 36.7% to
R1.3 billion,

« Pre- and post-interest gperating profit
margins increased to 4.4% and 4.3%
respectively.

« Full year cash flow from operations
rose 44.7% to exceed R1.8 billion.

+« Return on equity increased from
44 2% to 48.9%.

» The store network was increased
to 228 (922 855 m2) with the
opening of 17 new stores and the
acquisition of two stores with
combined estimated annual sales of
R1.8 billion.

Prospects

it can be expected that a tightening of
monetary policy in response to gradually
increasing inflation will slow the

Sales exceeded

R30

billion

for the first time

extraordinary rate of retail sales growth
that South Africa has enjoyed in recent
years. There is as yet no evidence of
slower growth in Massmart's sales and
indeed recent trends suggest a
promising Christmas season, which will
include the sales from 12 new stores
planned to open before then. Our current
view is therefore that Massmart will
enjoy a good first half with sales and
profit growth ahead of that of the
comparable period in 2005 and with
earnings well ahead of sales growth for
the year to june 2007.

Looking bheyond this, shareholders
should be mindful of two important facts.

The first is that as a cash retailer,
Massmart’s value proposition has

traditionally become relatively more
attractive to consumers in periods of
higher interest rates. The second is that
company-initiated growth and profit
initiatives have historically had a greater
impact on Massmarts sales and profit
performance than economic cycles.

For the 15 weeks to 8 October 2006,
total sales grew 16.2%, and comparable
store sales grew 12.9%, with profit
growth significantly ahead of sales
growth and last year. Inflation for the
same period was 3.8%.

Headline EPS
increases

28%

to 419.3 cents

Cash flow from
operations increases

45%

to R1 804 million

Dividend
increases

15%

to 210 cents per share

7
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_ Looking Forward

MASSMART

Holdings Limited

High volume, low gross margin,
low expense distributor of
consumer goods

Massdiscounters
(General merchandise
discounter}

Masswarehouse
(Warehouse club
discounter)

Massbuild

{Home improvement
retailer)

Masscash
(Food wholesaler and
buying association)

Game

Dion

Makro

Builders
Warehouse

Builders
Express

Builders Trade
Depot

CBW
Jumbo

Shield

2006

Storesiane

MMembeLs

228
owned stores

478
members

70 stores

10 stores

14
stores

20 stores
14 stores

31 stores

62 stores
7 stores

478 members

2007
NETAEY R
Sales

EOTETA@Y

100%

28%

24%

15%

33%
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GEGOW:

2007

NCOTORS

[APAT VAR

Massmart’'s growth strategy

Build portfolio through
acquisitive and organic growth,
based on category expertise
Mitigate portfolio costs
through internal collaboration
and joint initiatives (not
centralised)

incentivise for alignment

New large Game stores in
Africa

New small Game format
stores in South Africa
Reposition Dion

New stores in RSA
Leverage customer
relationship management
competence

New stores in RSA
Integrate acquisitions
Roll out new brands

Manage for cash and returns
Limited store growth

2009

3 e - s . .
A NS TFOLE
BN B s ST
=2

NN

ARERCIND GRS

283
ownead stores

478
members

91 stores

10 stores

16
warehouse
clubs

34 stores
34 stores

32 stores

82 gtores
7 stores

478 members

2009
SaECECHIRE .
IcEoRESAles

e T
NI

Achleved Target International Benchmark
In 2006
4.3% *5.0% *6.2%

* Pro forma using 2006 sales mix and target margins

Achleved Target International Benchmark
in 2006 Walmart ex food

7.1% 7.0% 7.4%

Achieved Target International Banchmark
in 2006 Metro AG C&C

4.1% 4.0% 5.0%

Achieved Target International Banchmark
in 2008 Home Depotl/B&Q

7.6% 8.0% 10.0%

Achleved Target International Banchmark
in 2006 Makro South America

2.1% 3.0% 3.0%

92
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_ Non-executive Directors

Chris Seabrooke (53)°

8Com, BAce, MBA, FCMA

Chairman of the Board, Chairman of the
Nomination and Remuneration Committee,
Member of the Audit Committee.

Appointed 1 February 2000.

Chris has, over the years, been a director of
over 20 JSE-listed companies. He is currently
CEO of Sabvest Limited, Chairman of Metrofile
Holdings Limited and Set Point Technology
Holdings Limited, and a director of Datatec
Limited and Primedia Limited. He is also a
director of Netl U.E.RPS. Technologies Inc
listed on Nasdag in the USA. He is a director
of a number of unlisted companies overseas
and locally, including S.A. Bias Industries
Limited and Mineworkers Investment
Company (Pty) Limited in South Africa. He is a
former Chairman of the South African State
Theatre and former Deputy Chairman of both
the inaugural National Arts Council and the
founding Board of Business & Arts South
Africa (BASA).

Nigel Matthews (61)"
MA (Cxon}, MBA (LUCT)

Chairman of the Audit and Risk Committees
and Member of the Nomination and
Remuneration Committee,

Appointed 1 November 2001.

Nigel's career in the South African hotel and
tourism industry included the positions of
Managing Director of Holiday Inn and
executive director of Rennies. He later started
his own business, Sentry Group, and was
Chairman of the company when it was sold to
an international group in 2001, He is a non-
executive director of City Lodge Hotels
Limited, Sun International Limited and
Metrofile Holdings Limited, and is non-
executive Chairman of Lenco Holdings
Limited.

Dods Brand (63)°

Member of the Risk and Sustainability
Committees.
Appointed 25 February 2003.

Dods is the Chairman and majority
shareholder of Posse Management Group
{Pty) Limited and Posse Investment Holdings
{Pty) Limited. He has extensive experience in
retail and was Chief Executive Officer of
Moregro (Morkels Retail Group Limited), in
which he held various directorships and senior
positions in both the Group and its chains. He
was also a director of KAP Beteiligungs AG, a
Frankfurt-tisted company, as well as a number
of JSE-listed companies. Dods is currently a
non-executive director of Peermont Global
Limited and Johnnic Communications Limited.

Zitulele (“KK"”) Combi (54)"

Chairman of the Sustainability Committee.
Appointed 25 February 2003.

KK is currently the Executive Chairman of
Master Currency. He also hoids directorships
at the VAT Refund Administrators, Regional
Board of ABSA (Western Cape), Master Coin
{Pty} Limited, and Combi and Co (Pty} Limited.
He is a member of the SA Institute of
Directors, the World Entrepreneur Academy,
and a member of the world CEQ Organisation.
In 2000 he was awarded SA Entrepreneur of
the Year, in 2001 he was awarded the Cape
Times Business Personality of the Year, the
IMM Award for Qutstanding Achievement, was
named as Ernst & Young's World Entrepreneur
of the Year for Managing Change and received
the Entrepreneurship Award from the
Southern African Enterprise Network. n 2003
he received the SABC 2 Tribute Magazine
Achievers Award in the business category.

James (“Jim”)
Hodkinson (62)"*

Appointed 25 August 2004,

Commencing in 1962 as trainee manager, Jim
progressed through a multi-functional career
in retail to attain the position of Chief
Executive for B&Q PLC, a subsidiary of
Kingfisher PLC, in which capacity he served for
four years. Amongst other reles held at
Kingfisher, Jim served as International
Development Director and led the pursuit of
opportunities in Asia. After a short term at
Home Depot (USA), Jim returned t¢ B&Q as
Chairman and Chief Executive and served on
the Kingfisher board as Chairman of DIY. As
Chief Executive of New Look PLC, lJim
transformed a family-owned business to a
public company with a multinational footprint.
Currently, Jim is the Chairman of Wyevale PLC
and his directorships include Polymer
Logistics, Big ldea Management, Furniture
Village, Ideal Shopping Direct and PJH, all UK-
based companies.

Phumzile Langeni (32)*

Member of the Sustainability Committee.
Appointed 25 August 2004,

Phumzile Langeni is currently an executive
director of Anooraq Resources, a Canadian
junior platinum mining company listed on the
Toranto Venture Exchange and the American
Exchange (AMEX). Prior to joining Anooraq, she
was an executive director of BJM Securities.
A stockbroker by profession, Phumzile has
practised as an equity trader for both local and
internationa! institutions. Following a term at
Real Africa Durolink (RAD) securities where
she subsequently sat on the board, she was
one of the founding members and executive
director of Mazwai Securities. She remains a

10
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practising member of the South African
Institute of Stockbrokers, is a non-executive
director of Imperial Holdings, a member of
the ALT-X Advisory Board and a member of the
Securities Regulation Panel.

Peter Maw (45)*
BCom {Hons), CA(SA), HDip Tax Law

Member of the Audit and Risk Committees.
Appointed 25 February 2003.

Peter is a specialist in private equity and
corporate firance and heads the private
equity interests of the Oppenheimer family in
South Africa. He was one of the founders of
Primedia Limited and, as an executive director
from 1992 to 2003, was responsible for all of
its corporate finance activities. Peter remains
a non-executive director and member of the
Audit and Risk Committees of Primedia
Limited. Prior thereto, following the
comptetion of his articles at Coopers and
Lybrand in 1987, Peter spent two years in
corporate finance at Standard Merchant Bank
before co-founding Merhotd Kirsh Capital in
1991.

Dawn Mokhobo (57)
BA (Sacial Science}

Member of the Nomination and Remuneration
Committee, and the Sustainability Committee.
Appointed 1 June 2002,

Dawn is a member of the boards of directors
of Nozala Invesiments, Engen, Capacity
Qutsourcing, Vitalair, Sabvest and serves as
Chairperson of the Fedics Group, African
International Advisors (AlA), and Empowerdex.
Dawn is a previous recipient of the South
African Businesswoman of the Year Award.

Michael Rubin (56)*
BSc, MBA (UCT). MBA (Columbia)

Member of the Sustainability Committee.
Appointed 30 August 1990,

Michael worked as a specialised retail
consultant in New York and Toronto for nine
years. After returning to South Africa, he
joined Massmart as Development Director
in 1989. Michael left Massmart in 1987
to become involved in private equity
management and property development.

* United Kingdom
# Independent




_Executive Directors

Mark J Lamberti (56)
BCom, MBA (Wits), PPL (Harvard)

Chief Executive Officer and Deputy Chairman
of the Board, Chairman of the Executive
Committee.

Appointed 1 August 1988,

Following progress through a muiti-functional
retail career that began in 1975, Mark was
appointed Managing Director of the ailing six
store Makro chain in 1988. Following the
successful repositioning of the chain, he
founded Massmart in 1990 to pursue an
aggressive growth strategy in high volume, low
gross margin, low expense retailing and
wholesaling.

His role as architect and leader of Massmart
has been widely recognised with numerous
awards including that of the Ernst & Young
South African Entrepreneur of the Year in
1994, in 1996 he was appointed Executive
Chairman of Massmar: and from July 2003
CEQ and Deputy Chairman of the Board in
compliance with the JSE Limited requirements.

Mark serves on thz hoard and audit
committee of Allied Electronics Corporation
Limited, a leading South African controlied
information and comriunication technology
and power electronics group. His commitment
to education has led to his involvement as a
benefactor, director, or advisor to a number of
educationat institutions.

Grant Pattison (35)
BSc (Eng)

Chief Executive Officer Designate, Member of
the Risk Committee and Member of the
Sustainability Committee.

Appointed 7 December 2004.

Grant holds a BSc¢ degree with honours in
Etectrical Engineering from the University of
Cape Town. Following four years with the Anglo
American Group and two years consulting with
The Monitor Group, Grant joined Massmart as
Executive Assistant to the Executive Chairman
in June 1998. He has since held various
positions within the Group, including
Managing Director of Massdiscounters and
Masscash. He was appointed to the Executive
Committee in 2000, to the Board on
7 December 2004, to the position of Deputy
Chief Executive Officer on 1 July 2005, and
to his current position of CEQ Designate on
1 June 2006.

Guy Hayward (41)
BCom, CTA, CA(SA)

Chief Financial Qfficer, Member of the Risk
Committee, Secretary to the Nomination and
Remuneration Committee.

Appointed 15 May 2001.

Guy graduated from the University of Cape
Town in 1986 and qualified as a Chartered
Accountant with Deloitte Haskins & Sells in
1989. Previous work experience includes
senior financial rofes at Malbak, CNA Gallo
and investment bank, Golkiman Sachs, in
London. Guy joined Massmart as Group
Financial Executive in 2000 and was
appointed Chief Financial Officer in 2001.

11
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Stephanus (“Fanus”)

Nothnagel (44)
BCom, Dip MAct, ACMA

Chief Operating Officer and Member of the
Risk Committee.
Appointed 25 May 2003,

Fanus's early career was spent at Lever
Brothers and South African Breweries,
whereafter he joined $C Johnson & Son as
Financial Director, South Africa, before
spending three years in marketing and sales
in the United States. in 1999, Fanus returned
to South Africa as Managing Director of SC
Johnsen & Son South Africa, which was
followed by his promotion to General Manager
SC Johnson throughout sub-Saharan Africa.
Fanus joined Massmart as Managing Director
of Massdiscounters and a member of the
Executive Committee in July 2003. From 1 July
2005, he was appointed Chief Operating
Officer with responsibiliy for Massdiscounters
and Masswarehouse.




xecutive Committee

The Executive
Committee, chaired by
Mark Lambperts,
comprises Guy Hayward,
Grant Pattison, Fanus
Nothnagel, and the
Sfollowing executives:

" Divisional directorate

Mark Lamberti {56}
Chairman
Guy Hayward (41)

Aubrey Cimring (35)
BCom (Hons), CA{SA}

Deputy Chief Financial Officer

Aubrey qualified as a Chartered
Accquntant in 1995. Previous
work experience inctudes the role
of Financial Director at Choice
Holdings Limited before joining
Discovery Holdings Limited
where, for almost six years, he
held the senior financial role at
both Discovery Heatth and
Discovery Holdings. Aubrey joined
Massmart in the role of Group
Financial Executive and Company
Secretary in February 2003 and
was appointed to the Executive
Committee in February 2005, He
was appointed Deputy Chief
Financial Officer in May 2005.

Rob Barrell {49)
Store Operations Director
Joined Game 1981

Gareth (“Joe")
Owens (57)

Divisional Chief Executive

With effect from 1 July 2005, loe
was appointed Chief Executive of
the Massbutid division,
comprising Builders Warehouse,
Federated Timbers, De La Rey
and Servistar. Joe was previously
the Chief Executive Officer of
Makro, having first joined the
company in July 1971, Following
a period with the Checkers group
from 1978, he returned to Makro
in October 1988 as Merchandise
Director, and was appointed
Managing Director in 1993. Joe
has 35 years of mass merchant,
general merchandise and FMCG
experience.

Makro

Fanus Nothnagel (44}

Chairman

Robin Wright (50)
BCom, CA(SA)

Divisional Chief Executive

After studying at Natal University
and serving articles with Ernst &
Young, Robin gualified as a
Chartered Accountant in 1978
and spent six years in retailing
and wholesaling at WG Brown
before founding CCW in 1985, In
1998 Robin sold a controlling
interest in CCW to Massmart and
was appointed to the Executive
Committee. He subsequently led
the acquisition and integration of
Browns and Weirs, and the
growth of the division to become
South Africa's leading food
wholesaler.

Derlck Kalan (38)

General Merchandise Dn’réclor
I

Joined Makro 1986

Fanus Nothnagel {(44)

Divisional Chief Executive

John Hart {40)
BCom, MBA

Mark Lamberti (56)

Gert Lourens {52)

Guy Hayward (41)

QOperations Director

Joined Makro 1993
Thull Mpshe (47)
BCom, Postgraduate

Grant:Pattison (35}
Kevin: Vyvyan-Day (41)
Divisional Chief Executive
Joined Makra 2005
Bruce Cayzer (46)

Food Director

Joined Makro 1999
Pear! Maphoshe {38) Michael Jordan (51)

BA. MA ACIS, ACMA, GMP (Michigan),
Human Resources MBA

Financial Director

Joined Makra 1999

Jan Potgieter {37)
BCompt (Hons), CTA, CA{SA)
" Financial Director

Systems & Supply Chain
Director

Joined Massdiscounters
2005

Tyrone Vieira (34)
Merchandise Director
Joined Dion 1991

Joined Massdiscountars Certificate in Business

2005

Mark Turner (37)
BCompt (Hons), CA{SA}
Marketing Directar

Management

Human Resources Director
Joined Makro 2003
Chris Nazar {48}

BCom, MBA

Marketing Director

Joined Makro 1989

Joined Massdiscounters
2006
Director
Joined Massdiscounters
2006
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Kevin Vyvyan-Day
(41)
BCom (Wits), BAcc (Wits),
CA(SA)

Divisional Chief Executive

After graduating from Wits, Kevin
commenced articles with Deloitte
and qualified as a chartered
accountant in 1989, whereafter
he consulted at hoth the Strategy
Group ~ Defoitte as well as at
Gemini Consulting. Kevin joined
UPD as the Group Operations and
Systems Director in 1995 and
was appointed Group Chief
Executive Officer in December
1996, Kevin joined Massmart as
a member of the Executive
Committee and Divisional Chief
Executive responsible for Makro
on 1 August 2005.
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Richard Potash (33)
BBusSci(Haons), MCom

Divisionat Chief Executive

Richard graduated from the
University of Cape Town with a
Business Science degree and
a Masters degree in Financial
Management. After four years in
merchant banking with ABSA
Corporate and Merchant Bank
and Standard Corporate and
Merchant Bank, he joined Afgri as
QOperations Director and a memher
of the Executive Committee.
Richard joined Massmart on
1 July 2005 as Divisional Chief
Executive and a member of
the Executive Commitiee with
responsibility for Shield and
Furnex. Richard is now responsible
for Shield, Jumbo and Cell-Shack.
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Steve Glendinning
(45)

BSocSci (Hons), MEd (Ed
Psych), Senior Exec Program for
SA (Harvard)

Group Organisational Executive

Steve was appointed Group
Organisational Executive in May
2002, with Group responsibility
for human capital and the
coordination of Group Organi-
sation Development. He was
previously an executive director
of Massdiscounters. Prior to
that, Steve gained extensive
experience in  industry and
consulting which inctuded four
years with Deloitte & Touche
Consulting Group and executive
positions in the Mondi division of
Anglo American,
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Jay Currie (32)
BSc

Group Commercial Executive

Jay graduated from Natal
University with a BSc in Biology
in 1995. Following a period
managing the Mala Mala Game
Reserve and after founding a

small IT solutions provider,
Jay joinsd Massdiscounters
in the role of IT Technicat
Manager in November 1999,
He was appointed to
the Massdiscountesrs board,

responsihle for IT, in 2002. He
assumed responsibility for the
supply chain of that company in
2003 and was appointed to the
Massmart Executive Committee
in the role of Group Commercial
Executive in January 2006.

g(Surmon (44)
gting Director

bement Diploma, MBA

gtions Director




_____Investment Proposition

Within southern African retail and wholesale distribution,
MASSMART is a unique investment offering:

Strategic and structural clarity

« Strict adherence to organic and acquisitive growth

criteria

* Focused divislons, each a leader in its target
market and business type

+ Additlonal value created through inter-divisional
collaboration

+ Behaviour aligned by short- and long-term

inceatives

Management quality and depth
* The top 85 executives, average age 45, hold
138 degrees and have an average 15 years’

retall or wholesale experience

Diversification
* Customers - All mass market socio-economic

strata

+ Geography - Eleven sub-Saharan African countries

+ Merchandise ~ Leadership in five general
merchandise categorles and liquor, with a
significant wholesale food profile

* Formats - Optimum deployment of appropriate

formats In different markets

Revenue growth
+ Proven record of successful organic (33%} and
acquisitive (15 acquisitions) growth

* Proven record of comparable store sales growth

14

+ Consistent merchandise innovation

* New stores in South Africa planned for Game,
Makro, Builders Warehouse, Builders Express and
Builders Trade Depot

* New stores in Africa planned for Game

+ Acquisition opportunities constantly under

conslderation

Profit growth

* Growing productivity of capital, space and labour

+ Improving operating practices and expense and
working capital reduction

« [nter-divisional collaboration

« Higher growth In higher net margin Chains

+ Commencement of supply chain enhancement

Relatively low risk

+ Diversified portfolio of low cost business models
with complementary margin and cash
characteristics

+ High cash generation and high cash earnings

* Retail credit only 1.% of total sales

Good governance

+ Record of good disclosure

* Compliant with the King 1l Report on Corporate
Governance

+ Compliant with the JSE SRI Index criteria

+ Member of the Ethics Institute of South Africa
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_Letter from the Non-executive Chairman

The operating environment

The economic environment in South Africa remained highly
favourable to retailers during the financial year, with consumer
confidence high and record sales growth in the retail sector.

In the ten other countries in sub-Saharan Africa in which the
Group has outlets, the economies were relatively stable, with
the notable exception of Zimbabwe.

The socio-political environment in South Africa is stable and
continues to mature, with the exception of increasing levels
of crime and violence in some areas, requiring increased
store security and affecting the home lives of many of the
Group’s executives and employees. It is fundamentally
important that Government prioritises programmes akmed at
reducing crime levels nationally.

Performance

Massmart’s management has again delivered a superb set of
results. Revenue from continuing operations increased 18.1%
to R29.9 billion and headline earnings per share increased by
28% to 419 cents per share. All four of the Group’s divisions
performed well, with particularly strong growth in earnings
from Masswarehouse and Massbuild.

All four of the Group's key productivity ratios were maintained
or improved, reflecting managements focus on improving
returns in the context of the Groups value proposition to
consumers.

massmart annuat report

Sales have grown at a compound rate of 19.4%, profit after
tax at 42.3% and headline earnings per share at 32.8% over
the past seven years - a remarkable performance indeed,
particularly given the size and scale of the Group.

Massmart's balance sheet is strong, its liquidity levels are
high, and structural and liquidity risks remain negligible.

Strategic developments
The Group has well defined mission statements and strategies,
all of which have been well communicated to stakeholders.

Massmart concentrates on building Hs portfolio of
differentiated, complementary, focused wholesale and retail

formats distributing mainly branded consumer goods for cash

in sub-saharan Africa.

Massmart grows both organically and by acquisition and
continues to use its collaborative channel strategies to
balance the returns generated by the divisions.

Governance

The Board of Massmart comprises four executive directors
and nine independent, non-executive directors, three of whom
are black and two of whom are female.

The Board has targeted that in due cours: at least 50% of the
non-executive directors should be black, 30% should be
female and the majority of the non-executive directors should
continue to be independent.

We intend to appoint a further two black non-executive directors
in the coming year, at least one of whom will be female.

The non-executive directors have an appropriate mix of retail,
financial, governance and human capital skills. The Board and
its committees functioned well during the year. A fourth
committee focusing on sustainability issues has heen
established under the chairmanship of Mr KK Combi.

The Board regards its key functions as:

» The keepers of strategy;

* The monitors of risk;

* The custodians of management excellence;

* The overseers of performance of the Company

Sound corporate governance has been maintained at all
levels and | am pleased to refer stakehglders to the detailed
corporate governance review contained in this report.




The CEOQ’s succession

One of the most important functions of any board is to ensure
effective and transparent succession planning. in anticipation
of the retirement of Mark Lamberti as Group CEO in June
2007, a comprehensive succession process has been under
way since 2004. This included an exhaustive selection
process and a benchmarking exercise by a leading executive
search professional.

This resulted in us being able to make the very pleasing
announcement in May this year that Mr Grant Pattison would
be appointed CEO Designate from 1 June 2006 and that he
will take over as Chief Executive Officer on 1 July 2007. His
appointment is unanimously supported by the Board and the
Executive Committee and has been well received by the Group
and its stakeholders, He is an exceptional executive, who is
well equipped to lead Massmart and its highly qualified
management team.

t should like to pay tribute to Mark Lamberti for the thorough,
comprehensive and selfless approach he has followed in this
process which is evidenced by a very satisfactory outcome
fully supported by his executive and non-executive colleagues.

Future chairmanship

My Board colleagues and | are unanimously of the view that
the interests of Massmart’s stakeholders will be very well
served by the retention of the skills and experience of Mark
Lamberti in a non-executive capacity within the Board and
committee forums after his retirement as CEO. In arriving at
this conclusion we held numerous discussions over a lengthy
period to consider the matter carefully from the perspectives
of governance, continuity, risk, perception, the needs of
Massmart's constituents and shareholders, the personalities
invoived, general succession issues and Board functionality.
We accordingly decided to offer Mark the non-executive
chairmanship of the Group from 1 July 2007 and were very
pleased that he accepted.

The chairmanship will continue to be completely non-
executive and subject to all existing policies relating to
remuneration and tenure.

To further facilitate sound governance, the roles of Deputy
Chairman and CEQ will be separated and, at the request of
the Board, | have agreed to serve as independent Deputy
Chairman and lead independent director from 1 July 2007. In
addition, the chairs of the four Board commitiees will
continue to be held by independent directors.
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| believe this is a very satisfactory outcome for the Group and
will optimise future Board performance.

Sustainable development

An exceptionally detailed sustainability report is included in
the financial statements. The report reflects the strong
progress made, in particular in the formulation of a
comprehensive BEE staff share ownership transaction which
will be implemented in the current financial year,

t am proud to note in the report the clear evidence in all areas
that Massmart is proactively addressing the inequalities of
the past and the vision of & united South African society in
the future, through its commitment to employment equity and
CSl programmes, its innovative approach to promoting
enterprise development and the inclusion of BEE targets as
the sole gualitative element of executive incentive schemes,

Shareholders

| am pleased to welcome all new shareholders who have
invested in the Group during the year. The Group now has
6 629 registered shareholders including 4 803 individuals
and numerous retirement, endowment and investment funds.
The Group has no controlling shareholder or shareholder of
reference and its shares are widely held in South Africa and
abroad. It Is interesting to note that the foreign sharehoiding
in the Group continued to increase and now exceeds 60%, the
majority of which are domiciled in the USA, with the balance
predominantly in the United Kingdom and Europe.

Liquidity in the shares has again improved. Shares traded in
the past twelve months amounted to 116% of issued share
capital making Massmart ane of the more liquid shares on
the JSE.

Appreciation

| record my personal appreciation to my colleagues on the
Board and to the CEQ and his team for their unfailing support,
and also to the Group's professional advisors and bankers for
the high quality of their services to the Group.

it has been a pleasure and honour to {ead the Board of this
exceptional Group over the past year and | fook forward to the
last year of my tenure as Chairman with excitement and
enthusiasm.

Christopher Seabrooke
17 October 2006
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| Deputy Chairman and Chief Executive Officer

A remarkable year
If the intention of this report was simply to comment on
yesterday, it would be an easy one to write.

Consumer confidence soared to its highest level in recorded
history in the first quarter of 2006, manifest in an average
annual growth of retail industry sales at constant 2000 prices
of 6.9% in the second half of 2005 and, ahead of
expectations at 9.6% in the first five months of 2008.

General business confidence mirrored that of consumers in all
but the last quarter, when a slowdown in the growth of vehicle
sales and house prices was accompanied by a correction to
the stock market and a deterioration of the Rand.

Against this backdrop, all but the most incompetent retailers
prospered. Most retailers reported high rates of comparable
store sales growth, many embarked on aggressive new store
programmes and those who could, extended credit to a
voracious market. The consolidation of South African retail
continued apace and, with national chains now the major
participants in every retail category other than liquor,
competition for the most part was aggressive but rational.

For all of us privileged to lead your company, 2006 was a year
of extraordinary corporate and personal achievement in which
strategic evolution, structural development and operational
control converged to produce a group-wide, record financial
performance by any measure. Massmart is more valuable
than a year ago, and we laud all who made it so.

massmart annual report

17

Massmart has now delivered 35 consecutive half years of
real sales growth over 8% and our 16 consecutive half years
of headlineg earnings per share growth, which has
compounded at 31.1% over the past five years.

But looking backwards in celebration wilt do little to help you
decide on a future relationship with the Group. My more
challenging obligation is therefore to provide insight into why
we did what we did and to share those of today's
philosophies, strategies and plans that will determine the
direction and shape of Massmart tomorrew.

Refining the strategy and portfolio

Starting with a modest six store base 18 years ago,
Massmart has become the third largest retailer in Africa -
more profitable than the two slightly larger competitors - as
a direct consequence of strategic thinking, We are thoughtful
about every aspect of our business, but particuiarly so about
strategy. We have developed the disciplines necessary {0
identify and analyse the strategic significance of changes in
the world around us, we helieve that there is little chance of
sustained business success without a strategic context and
we know that strategy is not long term planning.

Our understanding of strategy is best captured by Michae!
Porter's 1996 comment: “In many companies, leadership has
degenerated into orchestrating operational improvements and
making deals. But the leader’s role is broader and far more
important. General management is more than the steward-
ship of individual functions, its core is strategy: defining and
communicating the Company's unique position; making trade-
offs; and forging fit among activities.”

We respond to this enjoinder both as ¢ Group and as its
constituent parts.

“Unique positioning”

Massmart is uniquely positioned in South African retail. Any
susceptibility to economic cycles resulting from its leadership
in the general merchandise and home improvement sectors
(52% of Group sales), is mitigated both by its participation in
wholesale food and its cash profile (consumer credit
constitutes only 1.2% of Group sales). Massmart cannot be
compared to the furniture or fashion credit retailers who are
maore cyclical or the food retailers who are less so.

Within the divisions we strive at all times to achieve a
sustainable difference in the minds of customers by virtue of
geographic location, retail format, merchandise mix,
marketing appeal and business model.




“Trade-offs”

We are clear about the trade-offs. Firstly, we are a sub
Saharan African business and we regard the risks of venturing
beyond this territory as too high to contemptate. Secondly, we
are a low gross margin, low expense, cash business and we
avoid consumer credit in the firm belief that it will introduce
risk that our low gross margins cannot support, and
complexity and cost that will ultimately undermine our low
price value proposition to customers. Thirdly, we will not
operate small stores that could reduce the low expense to
sales ratio, which results from our distributing 17% of the
sales and 19% of the cost of sales of all JSE listed retailers
through only 2% of the outlets. Qur average sales per store of
R122 million is core to the productivity ratios that underpin
our low prices and we regard the courage and competence to
operate very large stores as part of our competitive strength.
Finally, being mindful of the distinct differences between
various lines of retail trade, we are cautious about venturing
into product categories that require substantially different
skill sets to those we have.

In the divisions and trading entities, we resist the temptation
to copy competitors, we are increasingly selective in our
pursuit of quality sales, and we avoid situations where the
only basis of competition is operational efficiency, which we
know is seldom sustainable.

In short we are very clear about what we will and what we will
not do, and we have been faithful to our strategic criteria in
ali of the acquisition or organic development decisions that

eputy Chairman and Chief Executive OMfTicer continued

have resulted in a 25% compounded growth of sales over the
past eighteen years. The efficacy of our strategy was
confirmed during the past year by Deloitte ranking Massmart
as the 24th fastest growing of the largest 250 retailers in the
world over the past five years.

“Fit among activities”

Our enduring strategic quest is the pursuit of value beyond
the sum of Massmart's parts. We create this value by seeking
inter- and intra-divisional synergy, alignment and inter-
dependence between the many complementary and
supporting activities that comprise our supply chain, without
ever undermining front line management responsibility for
customers or profits.

We give effect to this objective through central control of
strategy, capital, performance and leadership development,
and by promoting divisional colaboration in: procurement;
the coordination of retail positioning, promotion and pricing;
the sharing of non-differentiating services; the development
of human capital; benchmarking and learning. We
constantly seek out opportunities to simplify our business,
to eliminate complexity and 10 obtain the highest possible
return on managerial effert. How we do things is as
important as what we do.

Portfolio development

Over the past year the application of these precepts
enhanced divisional focus and the size of the portfolio, and
moved the Group closer to its targeted returns by enhancing

South African retail industry growth

Retail industry sales growth - 12 months to June
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the value proposition to customers, improving working capital
management, space productivity and containing costs without
compromising asset development and renewal.

Massdiscounter’s role as Southern Africa’s leading general
merchandise discounter (trading under the Game and
Dion brands) was entrenched with the opening of nine new
stores — some which were a new more efficient Game format
that will enable us to penetrate smaller markets that were
previously not viable — and through the formulation of plans
for the rationalisation and repositioning of the Dion chain as
a new appliance and home electronics format, which will be
tested in the current year.

The Masswarehouse leadership in warehouse club
discounting (trading as Makro) advanced as the new stores
opened in 2005 became more profitable, the better use of
Makro’s unigue Customer Relationship Management software
enhanced sales and margins, and the decision was taken to
open two more outlets over the next three years.

Massbuild's position as South Africa’s leading home
improvement retailer {in future trading under the Builders
Warehouse, Express and Trade Depot brands) was
established with the opening of four new Builders Warehouse
stores and the definition of the strategy, structure, formats,
footprint and brands necessary to integrate the businesses
acquired over the past three years as a national chain under
a unified management team.

The competitiveness and prospects of Masscash, our food
wholesaling business {trading under the CBW, Jumbo and
Shield formats), were enhanced by the acquisition of two
stores, the sale of Furnex, investment in the refurbishment
and management in Jumbo, and the clarification of an
integration strategy that will optimise our position in the cash
and carry wholesaling of basic food, groceries, liquor and
housewares to smaller independent retailers.

The Massmart portfolio now comprises 228 stores, distributing
three major product categories, through four divisions under
nine retail brands in 11 countries in sub-Saharan Africa.

Vision 2009

We remain committed to a formal annual strategic review
which charts our course over the following three years within
our strategic constraints and in response to environmental
and industry developments.

In early 2006 this process resulted in the formulation of
“Vision 2009", the successful implementation of which will

Massmart has now delivered
35 consecutive half years
of real sales growth
over 8%

result in sales growth in excess of the sum of gross domestic
product growth, inflation and space growlh, with cash profit
growth well in excess of this over the period.

This will be achieved through the strategic developments
described above, the unrelenting pursuit of aperating efficiency,
trading tactics to increase real comparable store sales growth
— in our view the most critical measure of retall performance ~
and the carefully researched opening of 58 stores which will
generate additional estimated sales of R6.5 billion by June
2009, Of these, 27 stores will be opened in the current year
generating estimated annualised sales of R2.0 billion.

Aborted acquisition

In October 2005, the Competition Commission recommended
the prohibition of Massmart’s acquisition of 84.1% of
Moresport for R403.8 million, first announced on 26 April
2005. In April 2006 the Competition Tribunal upheld this
decision. The parties and their advisors are of the view that the
Commission and the Tribunal emed in their analysis and
decisions, failing to show how the merged entity could possibly
undermine competition or impinge regatively on any
stakehaolder, none of whom were opposed 1o the transaction.

Massmart wished to proceed with the appeal against the
Tribunal's decision but it was possible that a ruling would only
be handed down in September 2006 or later, 16 months or
more after the transaction was entered into. This presented
the Sellers {Vestacor, Nedbank and Moresport management)
with a diminution of relative value and with challenges relating
to the management and growth of Moresport within the
constraints of a sale agreement. The Sellers’ position
became untenable and they decided not to proceed with an
appeal. The parties therefore agreed to terminate all
agreements between them with effect from May 2006.

Increasing organic growth

While acquisition remains a part of our growth strategy, it is
clear that the importance of acquisition as the primary driver
of Massmart’s sales and profit growth is declining. Having
achieved the requisite critical mass, Massmart's exciting
growth prospects are not retiant on acquisitions.
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_ Deputy Chairman and Chief Executive Officer continued

Increasingly, sales growth is being driven by expeditious new
store development, innovative merchandising and marketing,
and the refinement of the positioning of the retail proposition
to customers, This trend is reflected in the fact that 46% of
last year's growth was organic, compared to 33% of
Massmart's growth since 1988.

The growth of profits and operating margins is being driven by
improving operating efficiencies, increasing the participation
of higher margin merchandise, and emphasising the growth
and development of higher margin business models in the
portfolio. Qver the past three years the 25.5% improvement
in operating margins has resulted from each of these, the
latter reflected in a decline in the sales participation of the
lower margin food and liquor categories from 59.0% to 49.4%
in favour of the higher margin general merchandise and home
improvement categories.

Embracing sustainability

One of the benefits of the advent of good corporate
governance as a business practice rather than as an
expression of leadership diligence and integrity is the concept
of sustainability. Couple this to the notion of the incapacity of
the Company and you start to think about many dimensions
of business leadership in a different way, We certainly have.

Massmart Business Model

While always respecting the rights of owners, we have never
subscribed to the concept of shareholder supremacy, which
runs the risk of ignoring or demeaning the rights of other
stakeholders. Allied to this we have always eschewed short-
term thinking. But sustainability practice has brought
discipline, structure and measurement to bear on our
approach to the long-term interests of stakeholders. There is
no doubt that Massmart is a better company as a result and
we report fully on our progress with sustainability as a major
section of this report.

During the past year we registered progress on five
particularly noteworthy initiatives that will enbhance
Massmart's sustainability for many years to come.

Choosing my successor

Last year we reported generally on our management of
succession and specifically on the process that would be
followed 1o select my successor on the expiry of my contract
in June 2007.

While the choice of Chief Executive is arguably a Board's most
onerous decision, | regard succession as a Chief Executive’s
responsibility and have accordingly devoted time to studying
and observing CEO succession practice over many years, This

Holdings -strategy -Portfolio -Capital allocation -Performance -Executive development

r———y

o

Divisional growth
Differentiated competitive offerings
Dominant in complementary product categories
Multiple target markets and regional reach
Favourable cash characteristics
Sound organic growth

+ Strict acquisition criteria

Channel collaboration
Procurement (forums)

-+ Coordinated retailing (positioning, pricing and
promaotion)

Shared services

+ Non-differentiating services rendered at lower cost
to divisions
Executive development

Human capital management
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resulted in the formulation of the following principles, some
of which are in contradiction with conventional wisdom on the
subject: CEQ succession must be led and driven by the
incumbent CEQ in close collaboration with the Board; other
than in the case of disaster it is a process not an event; the
process should be inclusive of key executives; an interna!
appointment is preferable unless the company is in trouble;
the organisation’s tacit view of the likely successar should not
be ignored; a “race” between two or more candidates is
divisive and highly destructive to the organisation; and the
final decision must be informed by cbjective assessment.

Guided by these principles we devised an innovative,
inclusive process, which commenced in early 2004 and
enabled the Board and Executive Committee to reach an
informed, confident, unanimous decision. During May 2006
the Board announced the appointment of Grant Pattison
as Chief Executive Officer Designate with effect from 1 June
20086, to succeed me as Chief Executive Officer from 1 July
2007.

Grant has worked closely with me for eight years and has
demonstrated his leadership, intellect and acumen in many
roles and situations. He has been my most trusted
confidante in the crafting of Massmart's current strategy, he
has successfully managed the Group's largest divisions, he
has started new companies and departments and fixed
troubled ones, he has formulated the structure and
processes that enable inter-divisional collaboration, and in
doing so he has earned the respect of his colleagues
through deploying expertise and influence rather than
power. In short his impact is visible everywhere in Massmart
and | took forward to him expanding that as Chief Executive.

Developing resilient leaders

To paraphrase my previous comment on strategy, there is
little chance of executive development without a leadership
context. The South African business leadership context is
demanding and unique in many respects.

South African executives, like their international peers,
operate in a climate of negative recognition where business
leaders are too often denigrated in the eyes of the public -
the impressions created by the appalling behaviour of the
few devoive on the many who with great dedication and
integrity, lead organisations that contribute widely to society.
But in addition, the challenges of the skilis shortage, rapidly
evolving legistation, a dearth of strong middle management,
a fledgling civil service, high levels of violent and white
collar crime and the obligation to satisfy diverse and often
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Massmart’s headline
earnings per share growth
has compounded at 31.1%
for the last 5 years

opposing constituencies regarding the transformation
imperative, are foreign to our international counterparts.
This is the context in which the leadership of Massmart is
obliged to serve all stakeholders.

As the most senior executive forum, the calibre and
effectiveness of the Massmart Execulive Committee is
central to the performance and progress of the Group. With
the appeintment of Jay Currie as Group Commercial
Executive, the Committee increased to eleven people, three
of whom are successors to other members of the
Committee who will retire over the next five years. The
Committee operates effectively within its charter as a forum
for: formulating and refining strategy, principles and
policies; facilitating and driving collaboration; taking and
approving decisions circumscribed by the governance
authoritles; and directing and controlling the business
within the parameters of the authority and responsibility
mandated by the Board.

Under the leadership of Steve Giendinning we have formulated
a number of leading edge executive and management
development programmes, structured to imbue environmental
and competitive awareness, strategic insight, world class retail
executive competence and leadership resilience.

Succession and career planning thro.ghout the organi-
sation remains a priority. During the year we recoghised
the need for Massmart to augment its substantial
investment in executive development, with more frequent
redeployment and rotation of high potential leaders into
different roles and we will do so.

Finally, but most importantly, we are determined to increase
the ratio of senior black (African, Colourd and Indian) and
female managers in Massmart. Despite good intentions, our
progress with this imperative has been slow at the more
senior levels and the profile of our current executive
leadership remains predominantly white male. To redress this
new policies related to recruitment, development and
remuneration have been introduced and employment equity




is now the only non-financial criterion on which incentives
are based.

Empowering our staff

On 14 July 2006, shareholders approved a R1 billion,
company facilitated transaction whereby ownership, including
rights to vote and earn dividends, equivalent to approximately
10% of Massmart’s issued share capital pre-dilution will
be issued to two trusts representing approximately 14 500
members of Massmart's permanent general staff and
previously disadvantaged managers in South Africa, 83% of
all whom are classified as previously disadvantaged.

The transaction will cost the Company R235 million over
six years, representing a 2% dilution to shareholders.
During the current year the transaction will reduce earnings by
18.6 cents per share.

_____beputy Lhairman ang vhier executive UTTICer continued_

This transaction, the most significant in Massmart’s history,
was motivated by the Board's firm belief that Massmart has
a responsibility 1o contribute towards the redress of the
economic divide. Together with our commitment to create
sustainable employment, this transaction will assist
thousands of previously disadvantaged South Africans to live
a better life, as their participation as equity owners enables
them to accumulate wealth aligned with the progress and
success of the company.

Reporting to shareholders

Massmart's 2005 annual report was ranked among the best
25 on the JSE by Ernst & Young, and the Association of
Chartered Certified Accountants named it the Best Newcomer
Sustainability Report.

Massmart deflning events 1990 to 2006

1990 - 1994

1990

- Massmart founded

- With RBS5 million sales through six Makro stores, Massmart's
muHti-chain, organic and acquisitive growth strategy formulated

1991

- Transpaco Stationers acquired and integrated to form
Makroffice

1992

« Drop Inn acquired

- Acquisition of Shield (378 members)

1993

+ Acquisition of Dien (20 stores)

1984/6

« Merger, profit fali and demerger of Makro/Dion

1995 - 1999

1996

+ Sale of 25% of Massmart {0 SHV

- Balance of "Channel & Chain" ¢larified (Channel collaboration
page 64)

1997

- Acquisition of Makro franchise in Zimbabwe

1998

- Acquisition of 51% of CCW {14 stores)

- Acquisition of Game (26 stores}

+ Sales exceed R5 billion

1999

- QOperating profit exceeds R100 million

- Massdiscounters formed to integrate and rationalise Dion and
Game

2000 - present

2000
- Massmart listed on the JSE Limited
- Sales exceed R10 billion

2001
+ Acquisition of Jumbo (six stores) and
+ Browns and Weirs (22 stores)

2002
+ Acquisition of Furnex {390 members)
+ Operating profit exceeds R500 million

2003

+ Integration of Furnex

+ Acguisition of Builders Warehouse (five stores)
- Sales exceed R20 billion

2004

+ Acquisition of three independent cash and carry businesses into
CBW

+ Massmart's liquidity rises significantly on the JSE as
institutional sharehotders purchase SHV's 31% shareholding

2005

+ Acquisition of three new chains: Servistar, De ta Rey and
Federated Timbers (rebranded to Builders Express, Builders
Warehouse and Builders Trade Depot respectively)

+ Trading profit exceeds R1 billion

2006

- BEE transaction announced
- Disposal of Furnex

- Sales exceed R30 billion

22
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This year we report under international Financial Reporting
Standards for the first time and credit is due to Guy Hayward
and the entire financial community throughout the Group for
the excellent management of a complex transition which had
no impact on our historic high standard of accurate and
timeous accounting

HIV/Aids

In addition to our considerable investment in the prevention of
HiV/Aids through education and training, we have taken the
decision to mitigate the impact of the Aids pandemic by
providing free medical attention and antiretroviral medication
to members of our staff who are HIV positive. We believe that
the costs of this decision are insignificant relative to our
obligation as a caring employer in South Africa today.

Expressing gratitude
The past financial year was a remarkable one for Massmart
and its leaders.

The 2004 decisions to increase the strength of the Executive
team and the head office resource have enabled a year of
unprecedented progress and a sound response to many of
our stakeholder expectations of a company of Massmart’s
size and stature.

My gratitude is due to the Chairman for his personal support
and his incisive management of the Board, to the members
of the Board for their efforts and good counsel through some
of the most important decisions in the Company’s history, and
to my colleagues on the Executive Committee for the
exceptional deployment of their extraordinary talent during a
period of challenging change. Few leaders are granted the
privilege to be surrounded by such a remarkable group of
people and | thank you.

Throughout the past vear, in every division, store, department
and office, the people of Massmart dedicated themselves to
the simple but challenging objective of improving the
experience of the tens of millions of customers who shop in
our stores. The way we choose to do this is not easy. Our
founding promise of low price can only be sustained by very
high volumes, increased productivity and lower costs, and
very often our hardest and most important work takes place
when non-retailers are at leisure.

We never take this for granted.

The contribution of each of our 22 000 Massmart colleagues
is manifest not only in these outstanding resuits but also in

Massmart distributes 1 7%
of the sales and 19% of

the cost of sales of all JSE-
listed retailers with only
2% of the outlets

the considerable progress we made towards enhancing the
Group’s portfolio for sustained performance, and on behalf of
the Board | thank every one of you.

Looking forward

Massmart is moving into a new phase of development and
growth, characterised by & number of trends that are clearly
evident. More organic growth, fewer larger formats, simplified
structures, better information, a more efficient supply chain,
increased collaboration, more diverse leadership group and
greater leverage of the Group's resources, are all trends that
will have a profound impact on the organisation and its
peopie.

As a much larger more confident organisation with a higher
public profile, Massmart will assert a greater influence on the
strategies, structures, processes, brands, cultures and
values of its constituent parts, without undermining
individual's ownership and accountability for the assets and
functions entrusted to them, The leadership required to do
this, is very, very subtle, and requires a ra‘e quality of insight,
intellect and timing.

Over the last months of my tenure as Chief Executive, while
passing the baton, 1 look forward to observing Grant conceive
the new teadership model he will create for the next phase in
the Group’s history. Massmart and its pzople are ready for
the change.

Mark J Lambertl
17 October 2006
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This is the first year that Massmart is reporting fully under
IFRS ({International Financial Reporting Standards), which
came into effect for all financial years commencing after
1 January 2005. Group-wide, the work and analysis required
by the financial community to properly address the demands
of IFRS was significant, requiring education and guidance from
Massmart Corporate, working closely with the external
auditors. Due however, to the relative simplicity of Massmart's
retail and wholesale financial modets, and their associated
accounting conseguences, the implications of the IFRS were
not as complex or as farranging as other businesses with
more sophisticated financial or accounting models.

The reasons for, and impact of, all the changes effected to the
Group's financial statements arising from IFRS are explained
fully on pages 29 to 37 of this CFQ report, as are other
smalier changes effected this financial year.

We continually strive to improve the quality of Massmart's
external financial reporting, as well as to better the technical
disclosure in our annual report - but always 1o keep the details
and explanations clear and simple even as the accounting
standards become increasingly complex and technical. These
efforts paid off earlier this year when the Massmart 2005
annual report was awarded an Excelfent rating in the Ernst &
Young South African annual report survey,

Financial targets

The Group has clearly-stated medium-term financial targets or
measures that we believe represent optimal performance
levels within the income statement or balance sheet, or the
combination of both, Certain of these targets are “stretch
targets” that will only be achieved in two to three years and
with exceptional performance.

____Letter rrom the Chier Financial Ofricer
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These target ratios are shown below:

Target ratlo Definitlon

ROS > 5.0% Return on sales {ROS) is the ratio of
profit before tax (excluding impairment
and amoertisation of intangibles) to sales

ROE > 35% Return on equity (ROE) is the ratio of

headline earnings to average ordinary
shareholders equity (not adjusting for any
intangible previously written off)

Gearing < 30% | Gearing is the ratio of average net
interest-bearing debt to average ordinary

shareholders’ equity

Dividend cover
of x2.0

Dividend cover represents the ratio of
headline earnings to dividends declared
and paid to ordinary shareholders

Return on sales (ROS)

This ratio combines all the key elements of the income
statement, being sales, gross margin, supplier income,
expenses (including depreciation), and net interest received
{or paid}). Every important financial aspect of the retail or
wholesale business model is captured in this ratic. The
largest asset investment at the Massmart Chain level is in
working capital (being inventory and debtors), with the
concomitant Hability (in trade payables), and the relative
success of management's impact on net working capital will
therefore be reflected in a changed net interest paid (or
received). This year the ROS target was increased from 4.5%
to 5.0% due to the increasing proportion of the higher margin
Massbuild businesses in the Group performance, as well as
the continually improving profitability of several of the Group’s
divisions.

Progress to date - Massmart's current ROS is 4.3% (prior
year 3.8%). Massmart has grown its ROS every year since
2000 and we believe that the new higher ROS target of 5.0%
remains achievable in the medium-term.

Return on equity

Massmart is committed to delivering superior returns to
shareholders. The Group's medium-term targets are to
exceed a 35% return on average ordinary shareholders’
equity. This target was increased this year due ta the Group's
improved profitability and the increase in the target ROS.

The Chains are responsible for delivering operational returns,
being the returns on net working capital and non-current
assets excluding intangibles (goodwill and trademarks).
Massmart, through the Board and Executive Committee, is
responsible for delivering on investment returns including the
book value of intangibles (raised on acquisitions or
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otherwise), as well as setting the Group’s gearing levels to
influence returns to shareholders and the overall risk profile.

As part of this, the Chains are recapitalised annually by
Massmart with non-interest-bearing shareholders' funds that
are equivalent to the book value of long-term assets in each
Chain. Each business therefore must fund its net working
capital position through cash or interest-bearing debt,
depending upon the characteristics of each business model.
This process enables business or divisional returns to be
evaluated and compared on a consistent basis across the
Group, and from one year to the next. This policy has not yet
been rigidly applied in CBW due to minority shareholders in
that business.

Adjusting for intangibles (goodwill and trademarks) previously
written off, (i.e. reversing the write-off), the Group's return on
average shareholders’ equity exceeds 20%. Depending upon
the purchase price, acquisitions in the retail and wholesale
industry tend to generate significant accounting goodwill due to
the relatively low net asset values of those business models.

Progress to date — during the year, Massmart's return on
average shareholders’ equity was 48.9% (2005: 44.2%).

Gearing

Given the Group's high cash generation and its preference for
leasing rather than owning stores, it is difficuit to permanently
gear {i.e. trade in a net interest-bearing debt position) the
Group over the longterm. It may be possible to gear the
Group through a strategy of owning rather than leasing all
stores, but this would potentially reduce asset and equity
returns., Massmart prefers some level of gearing, up to a
maximum of 30%, in order to leverage the return on
shareholders' equity. Depending upon the cash
characteristics of a target company, however, this gearing
ratioc may be increased but probably no higher than 50%.

As the period-end balance sheet tends to be unrepresentative
of the Group's average net cash or debt position during the
year (showing higher cash balances as monthly creditors are
paid after month-end), the Group's gearing leveis are best
calcutated using the net interest paid {or received) for the
period as a proxy.

Progress to date — the Group averaged gearing of 21.8%
(2005: 18%) for the year to June 2006. The mediumterm
funding secured this financial year for the Massbuild
purchase considerations increased the gearing but this will
trend towards nil over the next two financial years.

Dividend cover

Massmart's current dividend policy is to pay total annual cash
distributions representing a x2.0 dividend cover ratio, unless
circumstances dictate otherwise. This ratio is not a target -

because it is already being achieved — but is provided to give
clarity on future dividend levels. The Board beligves that this
dividend cover ratio is appropriate given the Group's current
and forecast cash generation, planned capital expenditure
and gearing levels.

The Board has no desire to build up a cash reserve and so
will, where practical, reduce dividend covers and/or may
execute a share buyback - depending upcn the actual traded
share price and our view of its valuation - in order to return
surplus cash to shareholders.

Acquisitions

Shareholders are reminded that the financial results of the
three Massbuild acquisitions are included for a full year in
these 2006 results but only for one month in the prior year.
Massmart owns 100% of both Federated Timbers and
Servistar, although a portion of the Servistar purchase
consideration is deferred to 2007. Massmart initially
acquired and owned 51% of De La Rey for the 20086 financial
year, but recently the remaining 49% batance was acquired
resulting in De La Rey being wholly ownad with effect from
1 July 2006.

in April 2005, the conditional acquisiticn of Moresport by
Massmart was announced. Following a prohibition
recommendation by the Competition Commission, and
supported by the Competition Tribunal, but before the matter
went to approval, the sellers of Moresport decided to
withdraw from the transaction in May 2006 as the 13-month
detay was adversely impacting the business. In the
meantime, Massmart had secured shareholders’ authority to
issue up to R500 million in permanent p-eference shares to
fund this acquisition. As circumstances currently stand,
Massmart will not be issuing those preference shares.

Disposal

Furnex, the buying association supplying certain general
merchandise to its members, was totally disposed of by the
Group with effect from 1 March 2006. The main reason for the
disposal was that increasingly the smaller-store Game format
was beginning to compete with Furnex’s mambers in the South
African regional towns. The business, whic1 made a profit after
tax of R3.7 million for the eight months to 1 March 2006
{2005:; loss after tax of R9.7 million, before a goodwill
impairment of R72.4 million), was sold for a cash consideration
of R25.7 million and recorded a net loss on disposal of
R1.8 million. Warranties and conditions usual to a corporate
transaction of this nature were provided bv Massmart.

Black economic empowerment staff

equity transaction
There is no effect in the June 2006 financial results of the
Black Economic Empowerment {(BEE) staff equity issue that

massmart annual report




was announced in May 2006 and formally approved by
Massmart shareholders in July 2006. This BEE issue was
effective from 1 October 2006 and so will first be included
with the December 2006 and June 2007 financial results.

Full disclosure on this BEE staff equity transaction was
published in the circuiar issued to shareholders dated
15 June 2006. Details of the transaction can also be found
oh pages 82 and 83.

income statement
This review covers the consolidated income statement shown
on page 113, and the related notes on the ensuing pages.

Note that all financial figures for 2005 have been restated as
a result of applying IFRS and that, unfess indicated, all figures
are for the continuing Group businesses, i.e. excluding Furnex.

Sales

General merchandise prices for the financial year, using the
Group’s sales mix, averaged deflation of 2.4%. During the
financial year food deflation decreased and then, in the latter
half, moved into inflation. Combined inflation for the Group's
Food and Liquor was 4.3%, while Home Improvement reported
inflation of 3.5%. The Group's weighted-average inflation rate
for the 2006 financial year was 1.2%.

The Rand weakness since june 20086, coupled with recent
fuel price increases and the general pressure on prices from
rising South African core inflation, will result in further
inflation in the Group and, currency dependent, could average
4% - 6% for the June 2007 financial year.

Total sales of R29 964 million increased by 18.1% over
2008, both years representing 52 weeks' trading. Of this
sales growth, the Group's existing businesses and stores
contributed 5.5%, new stores added 4.8% and acquisitions
the remaining 7.8%.

During the financial year the Group opened 17 new stores,
closed four stores and acquired two stores, thereby
increasing its trading area by 38 204 m?. The Group's total
trading area is now 992 855 m?, an increase of 13.1% over
the prior year figure of 877 878 m2 The new stores were
Game stores in George, the Vaal Mall, Makhado, Shelly
Beach, Wonderpark, Ermelo, Worcester, Ladysmith and Lagos,
Nigeria, CBW stores in Pretoria West and Springs; Builders
Warehouse opened stores in Rivonia (Johannesburg North),
The Glen (Johannesburg South), Bloemfontein, and Port
Elizabeth; and De La Rey opened another two stores in Cape
Town. CBW acquired two stores in Qlifants and Lepopo,
Botswana. The stores closed were Dion Vanderbijipark, the
old Builders Warehouse, Rivonia and Federated Timbers,
Seadoone Durban and Highveld, Witbank.

'__l.etter rom the Chief Financial Officer continued
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Gross profit

The basis of calculating gross profit was necessarily restated
during this year, resulting in certain categories of supplier
income, discounts and rebates now reducing the cost of
sales rather than net operating expenses. An amount of
R586 million (2005: R523 million) was reallocated from
expenses to cost of sales, resulting in changes to both those
ratios to sales. Gross profit of RS 313.6 million reflects a
17.7% gross margin that is greater than the prior year's
restated 16.5%.

The reasons for this improvement were twofold: the first being
the portfolio effect of the greater proportion of the higher
margin Massbuild businesses, and the second being tactically
higher margins in Masswarehouse and Masscash. The Group’s
gross margin will always be dependent upon the mix of sales
across the divisions and the required trading aggression
occasioned by competitor activity, but is expected to improve
marginally due to the increased proportion of the higher gross
margin sales from the faster-growing Massbuild division.

Other income

Other income of R117.0 million (2005: R135.6 million)
comprises royalties and franchise fees, property rentals,
investment income (excluding interest), finance charges from
Massdiscounters’ small consumer credit book, and sundry
management and administration fees. These are shown in
more detail in note 5 on page 128.

Expenses

As noted in the gross profit section above, accounting changes
resulted in net operating costs being restated. Total expenses
of R3 985.5 million (2005: R3 187.2 million) represent 13.3%
of sales, slightly higher than the prior year’s restated 12.6% of
sales. This ratio was expected to increase slightly due to the
increased proportion of the higher-expense Massbuild
businesses, but was also impacted by several larger items
described in more detail below. Many of the 17 new stores
opened during the 2006 financia! year would not yet be trading
at optimal levels and so will distort traditional expense and
sales ratios. As trading levels accelerate, these stores will
become more efficient and the ratios will improve towards
Group norms. Costs and cost-productivity remain areas of
continual focus across the Group.

Due to ongoing stere improvements and refurbishments, and
expansion through new stores, the depreciation charge of
R202.9 million (2005: R157.5 million) increased
dramatically, and will continue to increase as it reflects the
higher capital costs of this expansion. Makro, Game, and, to
a lesser extent, Builders Warehouse, have been refurbishing
their major stores, resulting in higher depreciation charges.
Due to these refurbishments, the annualisation of
depreciation arising from the capital expenditure on new
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stores in 2006, and that arising from the new store
expenditure scheduled for 2007, the Group’s depreciation
charge for 2007 will grow by more than the rate of sales
growth.

Employment costs of R2 079.0 million (2005: R1 656.7 million)
are 25.5% higher than the prior year but, excluding the
Massbuild acquisitions, are 14% higher. The existing
businesses employed 9.2% more employees (mostly for new
stores) and had annual salary and wage increases of 7% —
8%. The acquisitions increased total employees by 13.5%. At
6.9% of sales, employment costs are higher than last year's
equivalent figure of 6.5% and remain the Group's single
largest operating cost. Due to the significant degree of
incentivised remuneration for the Group’'s staff, management
and executives, total employment costs will generally
increase at a rate greater than inflation when exceptional
performance is achieved, as was the case in 2006. For the
forthcoming financial year the Group's salary increases are
hetween 4% - 6% while the wage increases are 7% — 8%.

Occupancy costs, the Group’s second biggest operating cost,
increased 7.0% before acquisitions, but in total increased
15.0% to R740.5 million {2005: R844.0 million). Total trading
space increased by 13.1% to 992 855 m?. As a percentage
of sales, however, this figure at 2.47% is lower than the prior
year equivalent of 2.54%. This would have primarily been
caused by the annualisation of the two new Makro stores
opened in the prior year. The lease-smoothing accounting
policy that applies to operating leases has the effect of
keeping comparable-store lease charges broadly equal from
one year to the next, and s0 any increase between years
would therefore be from new stores. Another effect of this
lease-smoothing accounting policy is that annual lease
escalations will no longer increase the Group's lease charge.

Other significant items

Included in operating profit is a net gain on foreign exchange
transactions and transiations of R33.3 million (2005: net
gain of R25.4 million). Of this, R17.6 miltion {2005: gain of
R4.8 million) relates to realised and unrealised gains arising
from Massdiscounters’ African stores, a R8.0 million foss
{2005: loss of R1.5 million) was recorded in CBW arising from
the devaluation of the Botswana currency, and the balance of
the net gain arose primarily from |IAS 39 adiustments relating
to forward exchange contracts heid at Massmart.

Operating profit

After all the above, Group operating profit of R1 328.1 million
(2005: R992.3 million) is 33.8% ahead of prior year and has
improved from 3.90% to 4.45% of sales. This improvement
was generated from different actions across the Group, but
can broadly be summarised as excellent cost control in
Massdiscounters and Makro, increased gross margins from
trading in Makro and CBW, and the greater contribution from
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the higher margin Massbuild. Given the cost increases
highlighted above and the expected low level of sales
inflation, cost control and real sales growth remain key
imperatives for the Group.

Net interest paid

Net interest paid of R32.2 million (2005: R20.2 million)
increased due to the medium-term funding secured for the
three Massbuild acquisitions in 2005, Taking into account
anticipated capital expenditure and excluding any unforeseen
developments or new initiatives, the Group will remain net
geared for two years.

Taxation

The total tax charge of R444.6 million represents a total
effective tax rate of 34.3% compared to the prior year charge
of R307.5 million at 31.6%. Two factors caused this, the first
was the higher charge from the secondery tax on companies
(STC), arising from the higher dividends paid, which increased
from 2.2% to 3.2% within the effective “ax rate. The second
was a write-off of the net deferred tax asset of R20 million
arising from operations at the Group's loss-making Game
Mauritius store. The higher level of STC will be the norm while
the deferred tax write-off was a one-off.

Excluding the impact of STC, Massmart expects its future
effective tax rate to be at or near the South African corporate
rate of 29%, although higher tax rates in certain foreign
jurisdictions may marginally increase this.

Massmart is not concerned about any specific element of tax risk
in the Group's historical tax returns, but there always remains the
uncertainty that adjustments arising from potentially
unfavourable tax assessments from the past tax returns, some
of which have not yet been assessed by SARS, could impact
future earnings. In addition, SARS c¢an reopen any tax
assessments within three years of issuing such assessments.

Headline earnings

Adjusting for net losses on the dispcsal and write-off of
various assets (see note 9 on page 13:1), headline earnings
of R836.6 million are 28.3% higher than the prior year.
Slightly more shares in issue marginally reduced the headiine
EPS increase to 28.0%. After adjusting for the potential future
conversion of 5.4 million share options, the diluted headiine
EPS of 408.3 cents is lower than actual headline EPS of
419.3 cents (calculated in terms of AC 104).

Balance sheet
This review covers the consolidated balance sheet shown on
page 114 and the related notes on the 2nsuing pages.

Note that all financial figures for 2005 have been restated as
a result of applying IFRS.




Fixed assets

Property, plant and equipment of R944.3 million {2005:
R802.6 miltion) and goodwill of R1 196.4 million {2005:
R1 149.9 million) together represent the greatest proportion
of the Group's non-current assets.

Over the past few years, Massmart began investing heavily in
refurbishing and building new stores and during this year
R314.3 million {2005: R351.8 million) was spent on property,
plant and equipment. Of this, R173.1 million was replacement
capital expenditure while the balance of R141.2 million was
invested in new capital assets, including new stores.

A detailed reconciliation of the movements in property, plant
and equipment is shown in note 10 on page 132.

Goodwill increased by R46.5 million which reflects some earn-
cut payments in connection with the 2005 Servistar
acquisition. In terms of IFRS all goodwill must be annually
tested against the value of the business units with which it is
associated and, if overstated, that goodwill must be impaired
(see note 11 on page 135 for more details). No goodwill was
impaired this financial year.

The figure of R102.3 million (2005%: R111.5 million) in other
intangibles represents computer software that IFRS requires
to be disclosed in this category.

Investments and loans

Investments of R190.9 million (2005: R155.4 million)
comprise a R116 million investment in a treasury and
international costing module, revalued to reflect foreign-
denominated assets within that module. Loans of
R190.7 million (2005: R119.7 million) comprise primarily an
interest-free amount of R149.5 million (2005; R83.7 million)
owed by participants in the Massmart employee share
purchase trust. This foan amount reduces as employees sell
their shares and repay the related loans, and increases where
executives elect to own Massmari shares rather than options
issued by the trust. The finance lease deposit of R34.3 million
is related to the financing of the Makro Strubens Valley store.

Deferred tax

The deferred tax asset of R409.5 million (2005: R430.5 miilion)
arises primarily from numerous temporary differences,
including tax deductions on trademarks, and unutilised
assessed losses. This asset will reduce over time as the
associated tax benefits are utilised. More detail is provided in
note 15 on page 139.

Current assets

inventories of R3 221.0 million {2005: R2 677.0 million)
represent approximately 48 days’ sales (using the historic
basis), marginally higher than the prior year figure of 46 days.
Massdiscounters, as a retail discounter with 80 stores, has
the highest inventory levels and its sales days in inventory are
almost double that of Massmart's wholesale businesses
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{Masswarehouse and Masscash). The Massbuild busi-
nesses, Builders Warehouse and De La Rey, also have higher
inventory days given the need to carry a broad and deep
merchandise range in their stores.

Total trade receivables and prepayments, net of provisions, are
R1 770.0 million (2005: R1 836.9 million). Although trade
credit is offered to customers in De La Rey, Servistar and
Federated Timbers, it is well controlied and within the Group’s
parameters, and does not affect the Group's working capital.

Of Massmart's total sales, approximately 1.2% are consumer
credit sales whilst cash {including cheques and credit cards)
accounts for 87.1% and trade credit for 11.6% of total sales
respectively. Included in trade receivables and prepayments
are net trade accounts receivable of R860.8 million
(2005: R1 025.7 million) and consumer accounts receivable of
R264.5 million (2005: R255.9 million). Consumer credit, being
hire-purchase and revolving credit, is found only in
Massdiscounters. For more detail, refer also to the
commentary on credit risk in the financial risks section below.

Due to creditor payments being made shortly after each
month-end, cash balances in the Group at yearend are not
representative of the average level of cash or overdraft during
the remaining period.

Non-current liabilities

These comprise medium-term bank loans and capitalised
finance leases, deferred tax, long-term provisions and the
operating lease liability arising from the lease-smoothing
adiustment. Interest-bearing liabilities are R512.7 million
(2005: R140.0 million) and non-interest-bearing liabilities
are R474.7 million (2005: R471.0 million). Details of all
non-current liabilities, excluding deferred tax, are included
in notes 22 and 23 on pages 143 and 145.

Included in interest-bearing liabilities are medium-term bank
loans of R429.7 million (2005: R38.0 million) representing
amounts due on medium-term bank loans held with major
South African banks. As noted earlier, two R250 million five-
year amortising loans were raised during the financial year to
finance the Massbuild acquisitions. Capitalised finance iease
balances are R20.0 million (2005: R82.5 million).

Included in non-interest-bearing liabilities are the longterm
provisions arising from the actuarial valuation of the Group’s
potential liability arising from post-retirement medical aid
contributions owed to current and future retirees. This liability
is unfunded. With effect from 1999, postretirement medical
aid benefits are no longer offered to new employees joining
the Group. The main balance is the operating lease liability of
R474.5 million (R471.0 million) which will be released over
the remaining period of the Group's operating leases. This
figure increased as a result of the significant number of new
stores opened during the financial year.
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The deferred tax liability of R97.2 million {2005: R100.1 million)
arises primarily from prepayments and other timing
differences. More detail is provided in note 15 on page 139.

Current liabilitles

Trade payables of RS 875.7 million {2005: RS 001.7 million}
represent approximately 87 days of cost of sales (using the historic
basis), which is similar to the prior year figure of 86 days.

The current taxation liability of R410.9 million (2005%: R287.7 million)
reflects the Group’'s liability for provisional corporate tax payments
payable within days of the financial yearend.

Cash flow statement
The consolidated cash flow statement is shown on page 115.

Cash flow from trading of R1 543.6 million {2005: R1 136.5 million)
is 35.8% higher than the prior year and closely approximates
this year's operating profit before depreciation and
amortisation of R1 536.4 million, demonstrating the cash
underpin of Massmart’s earnings.

Cash taxation paid of R487.4 million (2005: R337.5 million)
increased above the growth in taxable income due to the
higher STC payments {were R20.9 million, now R45.1 million).
This higher level of cash tax will continue as noted in the
earlier comment on the likely future Group tax rate.

Due to the IFRS restatement of the prior year's earnings
{lowering those earnings), the relative increase in the dividend
paid in cash has been distorted and the actual amount paid
of R403 miilion is below the prior year figure of R416 million.

Total capita! expenditure (replacement and expansion) was
R362.6 million. Capital expenditure for 2007 is budgeted at
RA80 million, which includes approximately RS0 million rolled
over from 2006.

Financial risks

Liquidity risk

Liquidity risk is considered low due 1o the Group's
conservative funding structure and its high cash generation,
Massmart's lquidity requirements are continually assessed
through the Group's cash management and treasury function.
The Group has total banking facilities, incorporating
overnight, short and medium-term borrowings, letters of
credit, forward exchange contracts and electronic fund
transfers of R3 492 million (2005: R2 460 million). As at
June 2006, total interest-bearing debt amounted to
R756.7 million {2005: R670.4 million). For more detail refer
also to note 35 on page 161.

As the Group begins to build inventory levels for the festive
season, net interest-bearing debt will increase up to a maximum
of approximately R1.0 hillion in November and December, but
will reduce rapidly as peak yearend trading accelerates.
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Interest risk

Interest rate exposure is actively monitorad due to the Group's
significant intramonth cash movements and the seasona!
changes in its net funding profile during the financial year. Of
the two new medium-term bank loans (note 22 on page 143),
the interest rates on both were fixed.

Credit risk

Trade credit is available at Masshuild, Masswarehouse and
Masscash, and is adequately controlled by using appro-
priately trained personnel, applying credit granting criteria,
continual monitoring and the use of software tools.
A portion of the trade debtors book in Shield is insured with
an international insurance company and a further portion is
secured through general notarial bonds, pledges and other
forms of security from debtors.

Massmart is only exposed to consumer debt through its hire-
purchase and revolving-credit debtors books in Massdiscounters.
The net book of R265 million {2005: R256 miliion) is
conservatively managed, adequately provided for and
represents approximately seven montts’ credit sales. For
more detail, refer also to note 35 on page 161.

Currency risk

Currency risk in the Group is actively rnanaged. All foreign-
denominated trading liabilities are covered by matching
forward-exchange contracts. Foreign-denaminated assets are
not covered by forward-exchange contracts, as these are
permanent assets held for the long term.

Accounting policies

The Board reports that the appropriate accounting policies,
supported by sound and prudent management judgement
and estimates, have been consistently applied except as
noted below.

International Financial Reporting Standards
(IFRS)

Massmart is a first-time adopter of the International Financial
Reporting Standards (IFRS), with effect fiom 1 July 2005, The
Group's December 2005 interim financial statements were
IFRS compliant and prepared using the transitional provisions
provided in IFRS 1 Firsttime Adoption of IFRS. Massmart
selected three of the optional exemptions as follows:

- IFRS 3 Business Combinations was 3applied to business
combinations executed on or after 31 March 2004. As a
result, IAS 36 !mpairment of Assets and {AS 38 Intangible
Assets were also applied from this date.

- |IFRS 2 Share-based Payments was riot applied to equity
instruments granted on or before 7 November 2002, nor to
equity instruments granted after 7 November 2002 that
vested before 1 January 2005. The standard was also not
applied to share-based payment liabilities settled before
1 January 2005.




+ The foreign curmrency translation reserve (FCTR), representing
the cumulative translation differences for ali foreign
operations, calculated in accordance with IAS 21 Effects of
Changes in Foreign Exchange Rates, was deemed to be zero
on date of transition (1 July 2004) to IFRS.

Apart from the three standards listed above, the following two
standards also had an impact on the Group;

+ 1AS 16 Property, Plant and Equipment
- 1AS 27 Consolidated and Separate Financial Statements

Details on the impact of each of these are provided below,

IAS 16 Property, Plant and Equipment requires an annual
review of useful life and residual values for assets. This
standard had a limited financial impact on the Group.

IFRS 3 Business Combinations (including IAS 36 Impairment
of Assets and IAS 38 Intangible Assets), required a change in
accounting treatment for goodwill. Goodwill is no longer
amortised but rather tested annually for impairment. This
change was made prospectively and had a limited financial
impact on the Group.

IFRS 2 Share-based Payments. The Group has recognised an
expense in the income statement for share options granted to
employees, with a corresponding credit to equity, representing
the fair value of outstanding employee share options granted
after 7 November 2002. The fair value at grant date is charged
to profit or loss over the relevant vesting periods, adjusted to
reflect actual and expected vesting levels. Fair value is
determined using the Binomial model, which takes into account
factors including the risk free rate, volatility, dividend yield,
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employee turnover and exercise behaviour. The expenses in the
income statement before and after tax (there is no tax relief)
were as follows; 2006: R17.4 million and 2005: R17.0 miliion.

IAS 27 Consolidated and Separate Financial Statements
eliminated the option of temporary control, where the entity
was operating under severe long-term restrictions that
significantly impaired its ability to transfer funds to the
parent. As a result, Massmart’s operations in Zimbabwe have
been consolidated retrospectively. All these companies
operate in a hyperinflationary environment, and thus the
principles of IAS 29 Financial Reporting in Hyperinflationary
Economies have been applied. The financial impact on net
profit attributable to equity holders of the parent for june
2006 is a loss of R1.1 million.

IAS 21 Effects of Changes in Foreign Exchange Rates
introduces & new approach to determine the method used for
translating a subsidiary, The focus is now on the “functional
currency” rather than the level of integration between the
holding company and subsidiary as previously required by
South African Generally Accepted Accounting Practice.
This change primarily affected accounting for the African
subsidiaries of Massdiscounters, where there was a shift of
foreign exchange gains and losses from the income
statement to the foreign currency translation reserve in the
halance sheet.

The following accounting standards were effective and
adopted for the June 2006 year-end. Some of these have had
no impact on the Group, and have been included for
completeness. Where there is a financial impact, this has
been indicated.

Standard | Standard’s name Effective date

Impact on the Group

IFRS 1 First Time Adoption

of IFRS

Annua! periods beginning an
or after 1 January 2004

This standard has an impact on the Group in that it
provided implementation guidance for the first time
adoption of IFRS. The financial effect is limited to the
optional exemptions selected as detailed in the notes
above.

Share-based Payments

Annual pericds beginning on
or after 1 January 2005

This standard has a material financial impact on the
Group as detailed in the notes above.

Business Combinations
31 March 2004

Business combinations after

This standard has an impact, but no material financial
effect on the Group. Additional disclosure in the financial
statements is also required as a result of the standard.

Insurance Contracts

Annual periods beginning on
or after 1 january 2005

This standard has no impact on the Group.

Non-current Assets held
for Sale and
Discontinued Operations

Annual periods beginning on
or after 1 January 2005

This standard has an impact, but no material financial
effect on the Group. Additional disclosure in the financia!
statements is also required as a result of the standard.
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Standard | Standard’s name Effective date Impact on the Group
IFRS 6 Exploration for and Annual periods beginning on | This standard has no impact on the Group.
Exploration of Mineral or after 1 January 2006
Resources
IFRS 7 Financial Instruments: Annual periods beginning on | This standard has an impact, but currently no financial
Disclosures or after 1 January 2007 effect on the Group. We will adopt this standard when it
becomes effective.
IAS 1 Presentation of Annual periods beginning on | This standard has an impact, but no financial effect on
Financial Statements or after 1 January 2005 the Group. Additional disclosure in the {inancial statements
is also required as a result of the standard.
IAS 2 Inventories Annuat periods beginning on : This standard has an impact, but no financial effect on
or after 1 January 2005 the Group.
IAS 7 Cash Fiow Statements Annual periods beginning on ¢ This standard has an impact, but no financial effect on
or after 1 January 1994 the Group.
IAS 8 Accounting Policies, Annual! periods beginning on | This standard has an impact, but no financial effect on
Changes in Accounting or after 1 January 2005 the Group. Additional disclosure in the financial statements
Estimates and Errors is also required as a result of the standard.
IAS 10 Events after Balance Annual periods beginning on | This standard has an impact, but no financial effect on
Sheet Date or after 1 January 2005 the Group. Additional disclosure in the financial statements
is also required as a result of the standard.
1AS 11 Construction Contracts Annual periods beginning on | This standard has no impact on the Group.
or after 1 January 1895
IAS 12 Income Taxes Annual periods beginning on | This standard has an impact, but na financial effect on
or after 1 July 1998 the Group.
1AS 14 Segment Reporting Annual periods beginning on | This standard has an impact, but no financial effect on
or after 1 July 1998 the Group.
IAS 16 Property, Plant and Annual periods beginning on | This standard has an impact, but no material financial
Equipment or after 1 January 2005 effect on the Group. Additional disclesure in the financial
statements is also required as a result of the standard.
This standard was practically very challenging to
implement.
IAS 17 Leases Annual periods beginning on | This standard has an impact, but nc financial effect on
or after 1 January 2005 the Group.
IAS 18 Revenue Annial periods beginning on | This standard has an impact, but nc financial effect on
or after 1 January 1995 the Group.
IAS 19 Employee Benefits Annual periods beginning on | This standard has an impact, but nc financial effect on
or after 1 January 1999 the Group. Additional disclosure in the financial
statements is also required as a result of the standard.
1AS 20 Accounting for Annual periods beginning on | This standard has no impact on the Group.
Government Grants and | or after 1 January 1984
Disclosure of Government
Assistance
1AS 21 The Effects of Changes | Annual periods beginning on | This standard has a material financial mpact on the Group

in Foreign Exchange Rates

or after 1 January 2005

as detailed In the notes above. Additional disclosure in
the financial statements is also reguired as a result of
the standard.
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Standard

Standard’s name

Effective date

Impact on the Group

IAS 23

Borrowing Costs

Annual periods beginning on
or after 1 January 1995

This standard has no impact on the Group.

IAS 24

Related Party
Disclosures

Annual periods beginning on
or after 1 January 2005

This standard has an impact, but no financial effect on
the Group. Additional disclosure in the financial statements
is also required as a result of the standard.

IAS 26

Accounting and
Reporting by Retirement
Benefit Plans

Annual periods beginning on
or after 1 January 1988

This standard has no impact on the Group.

1AS 27

Consolidated and
Separate Financial
Statements

Annual periods beginning on
or after 1 January 2005

This standard has a financial impact on the Group as
detailed in the notes above. Additional disclosure in the
financial statements is also required as a result of the
standard.

IAS 28

Investments in
Associates

Annual periods beginning on
or after 1 January 2005

This standard has an impact, but no financial effect on
the Group. Additional disclosure in the financial statements
is also required as a result of the standard.

IAS 29

Financial Reporting in
Hyperinflationary
Economies

Annual periods beginning on
or after 1 January 1990

This standard has a financial impact on the Group as
detailed in the notes above. Additional disclosure in the
financial statements is also required as a result of the
standard.

IAS 30

Disciosure in Financial
Statements of Banks
and Similar Financial
Institutions

Withdrawn and replaced
with IFRS 7

This standard has no impact ¢n the Group.

IAS 31

Interests in Joint
Ventures

Annual periods beginning on
or after 1 January 2005

This standard has no impact ¢n the Group.

IAS 32

Financial Instruments:
Disciosure and
Presentation

Annual periods beginning on
or after 1 January 2005

This standard has an impact, but no financial effect on
the Group. Additional disclosure in the financial statements
is also required as a result of the standard.

IAS 33

Earnings per Share

Annual periods beginning on
or after 1 January 2005

This standard has an impact, but no financial effect on
the Group. Additional disclosure in the financial
statements is also required as a result of the standard.

IAS 34

Interim Financial
Reporting

Annual periods beginning on
or after 1 January 1999

This standard has an impact, but no financial effect on
the Group. Additional disclosure in the financial
statements is also required as a result of the standard.

IAS 36

Impairment of Assets

Business combinations after
31 March 2004 to all other
assets for annual periods
beginning on or after

31 March 2004

This standard has an impact, but no material financial
effect on the Group. Additional disciosure in the financial
statements is also required as a result of the standard.

IAS 37

Provisions, Contingent
Liabilities and
Contingent Assets

Annual periods beginning on
or after 1 July 1999

This standard has an impact, but no financial effect on
the Group. Additionat disclosure in the financial statements
is also required as a result of the standard.
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Standard | Standard’s name Effective date Impact on the Group
1AS 38 intangible Assets Business combinations after | This standard has an impact, but no material financial
31 March 2004 to all other effect on the Group. Additional disclosure in the financial
intangible assets for annual | statements is also required as a result of the standard.
periods beginning on or after
31 March 2004
1AS 39 Financial Instruments: Annual periods beginning on | This standard has an impact, but na financial effect on
Recognition and or after 1 January 2005 the Group. Additional disclosure in the financial statements
Measurement is also required as a result of the standard.
IAS 40 Investment Property Annual periods beginning on | This standard has no impact on the Group.
or after 1 January 2005
IAS 41 Agriculture Annual periods beginning on | This standard has no impact on the 3roup.
or after 1 January 2003
AC 501 Accounting for Annual periods beginning on | This standard has an impact, but no financial effect on
“Secondary Tax on or after 1 January 2004 the Group.
Companies (STC)"
AC 502 Substantively Enacted Effective upon issue — This standard has an impact, but no financial effect on
Tax Rates And Tax Laws 1 February 2006 the Group.
AC 503 Accounting For Black Annual periods beginning on | This standard has an impact, but no financial effect on
Economic Empowerment | or after 1 May 2006 the Group. The Group's BEE deal became effective on
(Bee) Transactions 1 October 2006 and will be accounted for in the June
2007 financial year. Details can be found on pages 82
and 83 and in the note below relating to the BEE circular.

interpretations issued by the international

Standards

(IFRS) or issues where unsatisfactory or

Financial Reporting Interpretations Committee
(IFRIC)

The IFRIC is a committee of the International Accounting
Standards Board (IASB) that assists the |ASB in establishing
and improving standards of financial accounting and reporting
for the benefit of users, preparers and auditors of financial
statements. The role of the IFRIC is to provide timely
guidance on newly identified financial reporting issues not

conflicting interpretations have developed, or seem likely to
develop. It thus promotes the rigorous and uniform
application of IFRSs.

The following IFRICs have been issued. Many of these have
no impact on the Group, and have been included for
completeness. Where there is a financial impact, this has
been indicated.

specifically addressed in International Financial Reporting

IFRIC Name Effective date Impact on the Group

IFRIC 1 Changes in Existing Annual periods beginning on | This IFRIC has no impact on the Group.
Decommissioning, or after 1 September 2004.
Restoration and Similar
Liabilities

WRIC 2 Members' Shares in Annual periods beginning on | This IFRIC has no impact on the Group.
Cooperative Entities or after 1 January 2005
and Simifar instruments

IFRIC 4 Determining whether an Annual periods beginning on | This IFRIC has no impact on the Group.
Arrangement contains or after 1 january 2006
a Lease
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IFRIC

Name

Effective date

Impact on the Group

IFRIC 5

Rights to Interests
arising from
Decommissioning,
Restoration and
Environmental
Rehabilitation Funds

Annual periods beginning on
or after 1 January 2006

This IFRIC has no impact on the Group.

IFRIC 6

Liabilities arising from

Participating in a Specific
Market — Waste Electrical
and Electronic Equipment

Annual periods beginning on
or after 1 December 2005

This IFRIC has no impact on the Group.

IFRIC 7

Applying the Restatement
Approach under I1AS 29
Financial Reporting in
Hyperinflationary
Economies

Annual periods beginning on
or after 1 March 2006

This IFRIC has no impact on the Group. it was written
for companies reporting in a hyperinflationary economy
for the first time.

IFRIC 8

Scope of IFRS 2
Share-based Payment

Annual periods beginning on
or after 1 May 2006

This IFRIC has an impact on the Group. It has been
incorporated into the IFRS restatement. This IFRIC has
been early adopted.

IFRIC 9

Reassessment of
Embedded Derivatives

Annual periods beginning on
or after 1 June 2006

This IFRIC has no impact on the Group.

IFRIC 10

Interim Financial
Reporting and
Impairment

Annual periods beginning on
or after 1 November 2006

This IFRIC has no impact on the Group.

The relevant IFRIC interpretations have been applied prospectively from the date of issue or other specified effective date.

An IFRIC becomes inoperative and is withdrawn when an IFRS or
other authoritative document issued by the IASB that overrides
or confirms a previously issued IFRIC becomes effective.

Circulars

A circular is issued by the JSE or SAICA where guidance or
clarification is required on an identified financial reporting
issue on a South African platform {as apposed to an IFRIC,
discussed above, that operates on an international platform).

This assistance is required to establish and improve standards
of financial accounting and reporting for the benefit of users,
preparers and auditors of financial statements. It thus promotes
the rigorous and uniform application of the standards.

The following circutars were issued since the start of the
financial year. Many of these have had no impact on the
Group and have been included for completeness. Where there
is a financial impact, this has been indicated.

Circular Name Date issued Impact on the Group
Circular Operating Leases August 2005 This circular has a materia! financial impact
07/2005 on the Group as detailed in the
notes below.

Circular Status of Professional Pronouncements August 2005 This circular has an impact, but no financial
08/2005 | (replacing 05/00) or disclosure effect on the Group.
Circular The Reporting Accountant’s Reporting August 2005 This circular has no impact on the Group.
09/2005 | Responsibilities in terms of Section 13 of

The Listings Requirements of The ISE Limited

Relating to Property Companies
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Circular Name Date issued Impact on the Group
Circular Reporting on Attorneys' Trust Accounts in terms | August 2005 This circular has no impact on the Group.
10/2005 | of The Attorneys Act and The Rules of The Law
Societies
Circular Reporting in terms of The Immigration Act September 2005 This circular has no impact on the Group.
11/2005 | {as amended) and The Immigration Regulations
Circular Guidance on the Electronic Submission of October 2005 This circular has no impact on the Group.
12/2005 | Financial information of Retirement Funds
Circular Reports Relating to Certificates Prepared by a December 2005 This circular has no impact on the Group.
13/2005 | Company for Conveyancing Purposes
Circular Disclosures in Relation to Deferred Tax February 2006 This standard has an impact, but no
01/2006 financial or disclosure effect on the Group.
Circular Clarification of Certain Sections of the Financial | March 2006 This circular has no impact on the Group.
02/2006 | Intelligence Centre Act
Circular Evaluation of Compliance with Statements of GAAP | March 2006 This circular has an impact, but no
03/2006 financial or disclosure effect on the Group.
Circular Afrikaans Transiation — |Hustrative Financial Mareh 2006 This circular has no impact on the Group.
04/2006 | Statements
Circufar Medical Schemes’ Summarised This circular has no impact on the Group.
05/2006 | Financial Statements
Circular Interim Guideline on Fees for Audits Done on April 20086 This circular has no impact on the Group.
06/2006 | Behalf of the Auditor-General
Circular Auditor’s Reporting Responsibilities in terms April 2008 This circular has no impact on the Group.
07/2006 | of the Regulations to the Banks Act
Circular Disclosure of Accounting Policy for Accounting May 2006 This circular has a financtal impact on the
08/2006 | for Black Economic Empowerment (BEE) Group as detailed in the notes below.
Transactions
Circular Transactions Giving rise to Adjustments to May 2006 This circular has a financial impact on the
09/2006 | Revenue/Purchases Group as detailed in the notes below.
Circular Recognition and Measurement of Short-Term June 2006 This circular has no impact on the Group.
10/2006 | Insurance Contracts
Circular Guideline on Fees for Audits Done on July 2006 This circular has no impact on the Group.
11/2006 j Behalf of the Auditor-General
Circular Operating Leases August 2006 This circular replaces Circular 07/2005
12/2006 and has no additional impact on the
Group above the original circular.

Where a circular impacts the Group, the resuits of the Group have been adjusted

accounted for the circular correctly.
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Circular 8/20086: Disciosure of Accounting Pollcy for
accounting for Black Economic Empewerment (BEE)
transactions

The Group announced its Black Economic Empowerment
(BEE) Transaction on 16 May 2006. The estimated economic
cost of entering into the BEE transaction for the Group and its
shareholders is approximately R235 million. This represents
approximately 2.2% of the market capitalisation of the Group
at 31 May 2006. This figure was calculated with reference to
the requirements of IFRS 2 Share-based Payments.

The principles underlying the accounting treatment are in
compliance with IFRS. The standard requires the total charge
to be amortised over the period of the BEE transaction, being
six years. This amortised charge will commence in the June
2007 financial year. South African tax legislation currently
does not allow any tax deduction associated with this charge.

Shown below is an illustration of the anticipated effect on the
Group if the transaction had been in place for the current year
results.

2006
Reduced headline earnings R49.0 million
Reduced headline earnings per share 24.6 cents

Generally accepted accounting practice in terms of IFRS will
have the effect of reducing Massmart's future reported
headline earnings by the amount of the dividend paid to the
holders of the “A" Preference Shares. This has been
confirmed in a technical opinion issued by the reporting
accountants. Given that the amortised IFRS 2 charge in effect
already includes the cost of this preference dividend, there
will be an element of doublecounting the cost associated
with this dividend. Based on current accounting framework,
statements and practice, this double-counting appears to be
unavoidable,

A summarised review of the transaction can be found on
pages 82 and 83.

Circular 8/2006: Transactlons giving tise to adjustments to
revenue/purchases

This circular provides clarity on the accounting treatment for
cash discounts, settlement discounts, rebates and extended
payment terms, This is in line with the accounting treatment
required by IAS 18 Revenue and 1AS 2 inventories.

The consolidated financial resuits have been restated, and
the effect on the Group has been a reallocation increasing
other operating costs and reducing cost of sales by
R523.1 million in 2005. There is no effect on tax, attributable
earnings or headline earnings.

Ter rrom the Cnier Financial Officer continued
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Other adjustments giving rise to a restatement of the
consolidated results

Due to the nature of the current IFRS accounting environment,
where standards are written for international application and
reguire extensive interpretations for accurate adoption, there
is a potential exposure to future interpretations or changes in
current interpretations that would require a change in
accounting application that is not driven by a change in the
standard itself. This type of change could arise as a result of
an IFRIC statement or circular, where the required bodies have
documented the interpretation, or could arise on a smaller
scale, where the effect would only be on the Group. The
following two adjustments must be viewed in this light, and
the reader must bear in mind that the restatement was
completed to provide more accurate results that better reflect
the financial position of the Group.

Accounting for extended warranty contracts

During 2006, Massmart changed its accounting policy for the
treatment of extended warranty protection provided on the
sale of goods and products. Previously, Massmart recognised
revenue earned from the sale of extended warranty contracts
as the contacts were signed. A provision was raised for
possible future obligations to provide future warranty
protection.

The revenue earned from the extended warranty contracts is
now deferred and recognised in income on a straightline
basis over the contract period except in those circumstances
where sufficient historical evidence indicates that the costs
of performing services under the cantract are incurred other
than on a straight-line basis. In these circumstances, revenue
is recognised over the contract period in proportion to the
costs expected ¢ be incurred in performing services under
the contract. Management judges that this policy provides
reliable and more relevant information because it results in a
more transparent treatment of revenue and is consistent with
international industry practice, making Massmart’s financial
statements more comparable.

Before the issue of IFRS 4 Insurance Contracts, various views
existed for the accounting treatment of extended warranty
contracts. The issue of IFRS 4 clarified that these contracts
should not be accounted for in accordance with IFRS 4 by
referring to these contracts in the scope exclusion section.
Guidance previously issued by the Financial Accounting
Standards Board (FASB) in the form of a technical bulletin,
FTB 90-1: Accounting for Separately Priced Extended Warranty
and Product Maintenance Contracts. The technical bulletin
clarified the accounting treatment for revenue from separately
priced extended warranty and product maintenance contracts,
which lead to the change in accounting policy as detailed above.
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This change in accounting policy has been accounted for
retrospectively, and the comparatives for 2005 have been
restated. The details of restatement can be found in note 2 of
the financial statements on page 124. In summary, there was
R59.8 million reduction to the 2005 opening retained income.

2006 2005
Reduced headtine earnings  R10.6 million R12.5 million
Reduced headiine earnings
per share 5.3 cents 6.3 cents
Accounting for debtors
IAS 39 requires that the amortised cost of a financial asset
be calculated using the effective interest method. This
method allocates interest over the relevant period by applying
the effective interest rate to the carrying amount of the asset

or fiability.

At the date of transition to IFRS, being 1 July 2004, Massmart
made an adjustment to the carrying amount of certain
financial assets that are measured at amortised cost under
1AS 39 to reflect the effect of discounting future cash flows.
This adjustment was recognised as an adjustment to the
opening balance of retained earnings at the transition date.
There is no effect on earnings or headline earnings for the
two reporting periods.

Summary

The Group’s accounting policies are governed by the IFRS and
the AC 500 series as issued by the Accounting Practices
Board and listed above. Guidance has been obtained from
IFRICs and circulars effective on 17 October 20086, also listed
above. Due to the nature and volatility of Exposure Drafts
(EDs), no review has been provided.

A complete reconciliation of the financial impact of IFRS,
effective IFRICs, circulars and other interpretations, can
be found in note 2 of the financial statements on page 124.

The Group maintains the view that the standards set the
minimum requirement for financial reporting. The financial
statements in this annual report have been prepared with the
aim of exposing the reader to a very detailed view of the
numbers, using a simplified approach, in the hope of
facilitating a deeper and informed understanding of the
Company.

Going-concern assertion

The Board has formally considered the going-concern
assertion for Massmart and its subsidiaries and believes
that it is appropriate for the forthcoming financial year. See
page 112 for more detail.
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Appreciation

The implementation of IFRS this financial year was an
enormous task for the entire Massmert Group Financial
community that required carefut analysis, planning and
execution. It was important to understand the many technical
requirements and impact of the plethora of accounting
statements and circulars, and then to resitate and report the
new financial figures — both for management reporting and for
external reporting purposes — accurately and timeously.

The planning and execution of this task was a highly effective
collaboration, initially between the Massmart Corporate
Finance team, in particular Brenda Shelly and Aubrey Cimring,
and our external auditors, Deloitte, which was then rolled out
to the broader Group Financial community for practical
implementation and reporting.

| would therefore like to pay tribute to the long hours invested
by my Financial colleagues and their teams at all the
Massmart Chains, and to the similarly long hours worked by
the many members of the Deloitte audit teams, during the
year and at the financial yearend to ensure the seamless
implementation and execution of IFRS.

{ would also like to acknowledge the efficient, effective and
high quality work performance by everyone in the Massmart
Corporate Finance and Accounting team, which due to their
diligence and efficiency may sometimes go unnoticed. In
particular, Penny Kriel and her team managing Corporate Tax
has become a centre of excellence addressing all the aspects
of compliance and reporting for the Group’s major tax paying
companies. This role too, has been ably assisted by experts
from the Deloitte Tax department.

Guy Hayward
17 October 2006
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even-year Keview

Definitions/Explanations

Income statement (Rm)
Continuing operations:
Sales

Cost of sales

Gross profit

Depreciation and amortisation costs

Impairment of assets

Employment costs This inciudes the IFRS 2 Share-based Payments expense.
Occupancy costs

Net operating costs

Total expenses

Operating profit
Finance costs The net amount of interest received and interest paid.
Exceptional items

Profit before tax
Taxation

Profit for the year from continuing operations
Discontinued operation:

Profit/(loss) for the year

Loss on disposal

Profit for the year

Attributable to:
Equity holders of the parent
Minority interest

EBITDA Earnings before interest, taxation, depreciation, amortisation and
asset impairments,
EBITA Earnings before interest, taxation and asset impairments. We prefer using

EBITA rather than operating profit as the latter includes the charge for asset
impairments which can distort traditional trading ratios and returns.
Headline earnings

Operating statistics (excludes the
discontinued operation)

Depreciation and amortisation costs
as a % of sales

Impairment costs as a % of sales

Employment costs as a % of sales

Occupancy costs as a % of sales

Total expenses as a % of sales

Sales (Rm) Operating profit (Rm) EBITDA (Rm)
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Six-year

compound

growth % 2006 -2%* 2005 +2%3 20041 2003 2002 2001 2000
19.4 29 963.6 25 3815 23 787.7 20 369.5 16 709.2 11 568.4 10 357.7
{24 650.0) (21 202.0} (20 183.2) (17 319.5) (14 112.1) (2 680.5} (8 668.3)

21.0 5 313.6 4179.5 3 604.5 3 050.0 2597.1 1887.9 1689.4
(202.9) {157.5) (133.5) (107.8) (106.2) (83.0) (63.9)

(5.4} - (74.6) {49.5) (39.7) (9.1) -

(2 079.0} {1 656.7) (1 416.6) (1 168.5) {1 017.2) (778.8) (694.5)

(740.5) (644.0) {563.7} (408.8) (366.0) (277.5) (291.0)

(957.7) (729.0} {639.9) {617.2) {568.9} (47...6) (438.5)

(3 985.5) (3 187.2) (2 828.3) {2 351.8) (2 098.0) (1 620.0) (1 487.9)

36.9 1328.1 992.3 776.2 698.2 499.1 267.9 201.5
(32.2) (20.2) (7.2} (50.4} (14.1) 9.4 (56.6)

- - 5.0 6.7 5.2 (30.6) (9.8)

45.8 1295.9 9721 774.0 654.5 490.2 246.7 135.1
(444.86) (307.5} {253.9) {215.2) (164.4) (63.0} (33.4)

42.5 851.3 664.6 520.1 439.3 3258 183.7 101.7
3.7 (82.1) - - - - -

(1.8) - - - - - -

853.2 582.5 520.1 439.3 325.8 183.7 101.7

42.3 828.5 580.1 511.2 429.3 321.7 179.7 99.6
24.7 2.4 89 10.0 4.1 4.0 21

42.5 853.2 582.5 520.1 439.3 3258 1B3.7 101.7
34.0 1536.4 1149.8 984.3 855.5 645.0 360.0 265.4
37.0 13335 992.3 850.8 747.7 538.8 277.0 201.5
41.1 836.6 651.9 583.1 480.0 361.6 216.0 106.2
(0.7) (0.6} (0.6) (0.5) {0.6} 0.7} {0.6)}

- - {0.3) (0.2) (0.2} 0.1) -
(6.9) 6.5) (6.0) (5.7) {6.1) (6.7) {6.7)
{2.5) {2.9) (2.4) (2.0) (2.2} {2.4) (2.8)
{13.3) (12.8) {11.9) {11.5) (12.6) (14.0) (14.4)
EBITA (Rm) Headllne earnings (Rm} Total expenses as % of sales

AR A

N
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— Seven-year ReVIeW continued

Definitions/Explanations

Number of stores by chain

Game
Dion

Massdiscounters

Makro

Number of stores inciudes the two Makro Zimbabwean stores from 20085, the date
from which the results have been consolidated due to IFRS.

Masswarehouse

Builders Warehouse

Builders Trade Depot
Builders Express

The three De La Rey stores, rebranded to Builders Warehouse in 2005
existed for one month.

Number of stores for 2005 existed for one month.

Number of stores for 2005 existed for one month.

Massbuild

cBw

Jumbo

Shield Outlets managed by a third party, and thus not included as Group stores.

Furnex Furnex was disposed of on 1 March 2008, For prior years, outiets were
managed by a third party, and thus not included as Group stores.

Masscash

Total number of stores

FTE {fuli-time equivalents)

Trading space {m?}

Sales per store {RO0O)

Sales per FTE (R0OOO0)

Sales per trading m? (RG00)

fotal number of stores includes the two Makro Zimbabwean stores from 2005,
the date from which the results have been consolidated due to IFRS.
FTEs includes all permanent employees and the permanent equivalent
of temporary employees and contracted workers.
Number of FTEs includes the Makro Zimbabwean employees from 2005, the date
from which the results have been consolidated due to IFRS.
Trading space excludes parking and warehouse space.
Trading space includes the trading space from the two Makro Zimbabwean
stores from 2005, the date from which the results have been consolidated due to IFRS.
Sales/Number of stores. For June 2005, sales per store excludes
Federated Timbers, De La Rey and Servistar for the one month of trading.
Sales for Shield, Furnex and Cell Shack are always excluded as they do not
have stores.
Sates/FTEs. For June 2005, sales per FTE exciudes Federated Timbers,
De La Rey and Servistar for the one month of trading.
Sales/Trading m?. For June 2005, sales per trading m? excludes
Federated Timbers, De La Rey and Servistar for the one month of trading.
Sales for Shield, Furnex and Cell Shack are always excluded as they do not
have a trading area.

Number of stores

L &

HEARHHEHEE

gtg|el8]

Number of employees Trading space (m?)

oo Y
T Fo
= W

03 % saso0
. =
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Six-year

compound
growth % 2006 4253 2005 %283 20041 2003 2002 2001 2000
70 61 56 55 54 55 53
10 11 11 11 11 11 11
80 72 67 66 65 66 64
14 14 12 13 12 12 12
14 14 12 13 12 12 12
20 15 8 6 - - -
31 33 - - - - -
14 14 - - - - -
65 62 8 6 - - -
62 58 57 48 43 22 19
7 7 6 6 6 6 -
69 65 63 52 49 28 19
228 213 150 137 126 1.06 95
22 412 20277 17 565 16 763 14 882 13 600 11 595
992 855 877 878 648 923 586 030 533 334 445 219 403 326
122 509 143 122 136 662 129 007 114 881 95 640 Q0 884
1 337 1421 1354 1216 1123 851 893
28 32 32 30 27 23 21
\
Sales per store (RG00) Sales per FTE (RO00) Sales per trading m* {R000) |

glglelg|s|e|8
HERHEHEE

00

o1

02

o)
o4
o8|
06
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____sevenyear ReVIeW continued

Definitions/Explanations

Productlvity ratlos
Net asset turn
Gross margin (%)
Operating margin (%}
Trading margin {%}
EBITDA margin (%)
Effective tax rate (%)

Sales/Net assets

Gross profit/Sales

Operating profit/Sales

EBITA/Sales

EBITDA/Sales

Taxation/Profit before tax (Refer to note 7 on page 130 of the financial section for the
effective tax rate workings.)

Annual growth (%)
Sales
Trading, profit

Profit before tax

Balance sheet (Rm)

Assets

Non-current assets

Current assets
Inventory

inventory has been included in the subtotal of “Current assets”.

Profit before finance costs and tax
|
|
|

Total assets

Equity and liabllities
| Tota! equity
. Non-current liabilities
| Current liabilities
Trade and other payables

Trade and other payables have been included in the subtotal of “Current fiabilities™.

Total equity and liabilities

Profitabllity and gearing ratlos

Return on average shareholders’ equity (%}
Return on capital empioyed (%)

Long-term debt: Equity (%)

Cash earnings cover

Headline earnings/Average of opening and closing capital and reserves balances
EBiTA/Average of opening and closing capltal employed balances
Debt comprises non-current interest-bearing liabilities {and amounts due
to vendor in 2001)/Capital and reserves
QOperating cash flow per share/Headline earnings per share

Solvency and liquidity ratios
Net cash to total equity (%)

Current ratio

Quick ratio

Inventory days

Inventory turn

Payable days

Asset turn

Total liabilities to total equity

Cash and cash equivalents, net of borrowings/Total equity at
the end of the year

Current assets/Current liabilities

Current assets excluding inventory,/Current liabilities

inventory/Tatal cost of sales

Total cost of sales/Inventory

Trade payables/Total cost of sales

Sales/Total assets

Current and non-current liabilities/Total equity

Operating margin (%)

g|s(elsigiz]|s

Tradlng margin (%) Sales annual growth (%}

a4
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Six-year

compound
growth % 2006 »2%% 2005 243 20041 2003 2002 2001 2000
12 12 14 13 10 9 18
17.7 16.5% 15.2 15.0 15.5 15.3 16.3
4.4 3.9 3.3 3.4 3.0 2.3 1.9
i 4.5 39 3.6 3.7 3.2 2.4 1.9
' 5.1 4.5 4.1 4.2 3.9 3.1 2.6
i 34.3 316 32.8 32.9 336 25.5 24.7
18.1 6.7 16.8 21.9 44.4 11.7 18.2
34.4 16.6 13.8 388 94.5 375 48.9
33.8 27.0 10.8 398 112.5 23.8 {(23.6)
33.3 25.6 18.3 335 98.7 826 (26.2)
25.7 3034.1 2 769.6 1789.5 1 483.3 1230.1 12336 770.2
19.2 6 584.3 5 363.6 5319.8 4 559.8 3714.8 2 903.8 2 297.4
16.1 3 221.0 2677.0 2 356.5 2 236.7 19819 1 555.7 1 318.5
21.0 9 618.4 8133.2 7 109.3 6 043.1 4 944.9 4 143.4 3067.6
22.1 1952.4 1 559.0 14615 131941 1426.7 1215.7 588.8
51.0 11338 744.5 774.7 838.8 281.9 71.3 95.8
18.3 6 532.2 5 829.7 4 873.1 3 885.2 3236.3 2 855.4 2 383.0
19.3 5 875.7 5 001.7 4 4378 3684.2 3042.7 22471 2034.1
21.0 9 618.4 8 133.2 7 109.3 6 043.1 4 944.9 4143.4 3067.6
48.9 44.2 42.8 35.4 27.6 13.1 24.9
57.1 51.4 52.7 46.3 37.3 30.6 38.5
27.3 9.2 1441 19.1 16.7 42.4 0.5
1.6 1.4 2.0 1.4 1.6 1.4 (0.2)
70.5 26.0 70.1 427 38.6 41.0 (14.2)
1.0 0.9 1.1 1.2 1.1 1.0 1.0
0.5 0.5 0.6 0.6 0.5 0.5 0.4
days 48 46 43 a7 51 59 56
7.7 7.9 8.6 7.7 7.1 6.2 6.6
days 87 86 80 78 79 85 86
3.1 31 33 3.4 3.4 2.8 34
3.9 4.2 3.9 3.6 2.5 2.4 4.2

glglg|s|gl2|8

Return on shareholders’ equity (%)

Return on capital employed (%)

glatz|aleials

Long-term debt: Equity (%}

giglslglg]2]e
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_______devenyear RevieWw continued

Definitions/Explanations

Cash flow {(Rm}
Cash flow from trading
Working capital movements

Cash generated from operations
Net interest {paid)/received
Investment income

Taxation paid

Dividends received

Dividends paid

Net cash fiow from operating activities

Investment to maintain operations
Investment to expand operations
Other

Net cash flow from Investing activities

Net cash flow from financing activities

Net (decrease)/increase in cash and
cash equivalents
| Foreign exchange losses taken to FCTR

Cash and cash equivalents for the period

Cash and cash equivalents at the beginning
of the period

The opening cash flow in 2005 does not agree to the closing cash flow
in 2004 due to the results being restated for IFRS from 2005, The difference is
due to the opening cash flow of Makro Zimbabwe being consolidated as a
result of IFRS.

Cash and cash equlvalents at the ond of
the period

Per share performance (South African cents)
Headline earnings

Diluted headline earnings

Attributable earnings

Dividends/distribution
Cash flow from trading

Operating cash flow

Net asset value
Dividend cover

Headiine earnings/Weighted average number of shares in issue

Headline earnings/Diluted weighted average number of shares in issue

Earnings attributable to the equity holders of the parent/Weighted average
number of shares in issue

Distribution to shareholders

Cash flow from trading, before working movements/Weighted average
number of shares in issue

Net cash flow from operations, after working capital movements, excluding
exceptional items and after adding back the dividend paid/Weighted average
number of shares in issue

Capital and reserves/Total number of shares in issue

Headline earnings per share/Interim and final dividend per share

Cash generated from operations
(Rm)

Dﬂm 84.7

- ]

02

Net cash flow from operating Net cash outflow from investing

activities (Rm) activities (Rm)
00| (18.5) I] 00
o1l o)
o2l 02|
P 03]
™ o)
o8| o8]
™ o6}
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Six-year

compound
growth % 2006 2% 2005 ¥243 20041t 2003 2002 2001 2000
35.2 1 543.6 1136.5 1 045.2 848.9 629.8 335.6 252.5
260.4 110.5 255.3 (63.6) 38.9 3.8 {187.8)
74.1 1 804.0 1 247.0 12705 785.3 668.7 344.4 64.7
(32.7) {22.0) {5.5) (50.4) {14.1) 9.4 {56.6)
3486 35.2 19.0 11.0 1.1 2.7 2.2
(487.4) (337.5) (124.2) {77.5) {90.9) (46.4) {29.1)
3.2 - - - - - -
(402.8) (416.4) (218.7) (166.6) {90.7) (48.0) -
918.9 506.3 941.1 501.8 474.1 262.1 {18.8)
{178.5) (256.1) (136.3) {83.6) (76.3) (94.6) {20.9)
(184.1) {157.6) (263.3) (216.6) (73.1) (32.3) (136.6)
(96.9) {606.8) (35.7) {208.8) (47.2) {513.9) 1.9
19.8 {459.5) (1 110.5) (435.3) (509.0) {196.6) {645.8) (155.6)
506.0 (22.6) (39.8) 30.8 {233.9) 965.9 (100.6)
955.4 {626.8) 466.0 236 43.6 582.2 (275.0)
6.1 5.4 {4.2) (10.5) 7.9 - -
971.5 (621.4) 461.8 13.1 51.5 582.2 {275.0)
404.8 1026.2 563.4 550.3 498.8 {83.4) 191.6
1376.3 404.8 1 028.2 563.4 550.3 493.8 {83.4)
32.8 419.3 327.6 203.1 242 .4 183.2 109.9 76.5
32.3 408.3 316.4 282.7 235.6 181.9 109.8 76.3
34.0 415.3 201.5 256.9 216.8 163.0 91.4 71.8
67.8 210.0 183.0 159.0 g7.0 £1.0 35.0 9.4
27.3 775.3 571.1 510.3 428.6 319.1 17.8 182.0
662.5 463.6 583.0 337.5 286.2 157.8 {13.5)
17.1 946.0 762.0 717.8 653.0 714.8 611.2 367.1
2.0 2.0 2.0 2.5 3.0 3.0 3.0

slalelals|2]8

Headline EPS {cents)

Attributable EPS (cents)

00
0
o2
03

05

06

o1

02

03

Dividend per share (cents)

0o [ﬂ 10
0| $a
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____ Seven-year Review continued

Definitions/Explanations

Stock exchange information
Shares in issue (miliions})
Shares traded (millions)
Percentage of shares traded (%)
Earnings yield (%)
Dividends yield (%)
Market capitalisation (Rm} As at 30 June
Share price South African (cents): As per the JSE
High
Low
Closing

In US Dollars

Income statement ($m)
Continuing operations:
Sales

Cost of sales

Gross profit
Expenses

Operating profit
Finance costs
Exceptional items

Profit before tax
Taxation

Profit for the year from continuing operations
Discontinued operation:

Profit/(loss) for the year

Loss on disposal

Profit for the year

Attributable to:
Equity holders of the parent
Minority interest

Headiine earnings

Balance sheet ($m)
Total equity

Net cash/{borrowings)
Total assets

Inventories

Trade and other payables

Share traded (millions) Earnings yleld (%) Market capitallsation (Rm)
00 00

o] 0 _' i3 )

o D -

| o ST

| o T

o = S

| | T
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Six-year

compound
growth % 2006 343 2005 +2%3 2004 ! 2003 2002 2001 2000
201.0 199.6 199.2 198.6 197.8 157.1 -
233.3 188.1 256.6 86.1 40.2 27.1 -
116.0 94.2 128.8 43.4 20.3 13.8 -
9.5 6.5 7.9 10.3 12.1 3.8 -
4.8 4.1 4.9 4.6 4.5 3.9
8 819.7 8 937.9 6 489.6 4170.3 2670.8 18328 -
6 408 5 370 3 359 2222 1 550 1 455 -
4 185 3145 2 080 1275 930 760 -
4 387 4477 3 258 2100 1350 930 -
19.2 4 667.2 4 087.2 3477.7 2 248.3 1643.0 1518.2 1631.1
(3 839.6) (3 414.2) {2 950.8) {1 911.6) {1 387.6) (1 270.4) (1 365.1)
20.8 827.7 673.0 526.9 336.7 2556.4 247.8 266.0
{620.8) (513.2) {413.5) {259.6) (206.3) (212.6) (234.3)
36.7 206.9 159.8 113.4 77.1 49.1 35.2 317
(5.0) (3.3} (1.1) (5.6) {1.4) 1.2 (8.9}
- - 0.7 0.7 0.5 (4.0) {1.5)
45,5 201.9 156.5 113.0 72.2 48.2 32.4 21.3
(69.3) {49.5) (37.1) (23.8) (16.2) (8.3) (5.3)
42.2 132.6 107.0 75.9 48.4 32.0 24.1 16.0
0.6 {13.2)
(0.3) -
132.9 93.8 75.9 48.4 32.0 24,1 16,0
42.1 129.1 93.4 74.6 47.3 31.6 236 15.7
38 0.4 1.3 11 0.4 05 0.3
42.3 132.9 93.8 75.9 48.4 32.0 24,1 16.0
40.8 130.3 105.0 85.2 53.0 35.6 28.3 16.7
20.5 254.3 226.0 2255 163.5 139.1 149.5 83.2
184.0 60.1 161.7 71.1 54.1 €1.9 (12.0)
19.5 12859 12085 1121.3 762.1 486.3 514.1 442.5
14.6 430.6 397.8 371.7 282.1 194.9 1¢3.0 180.2
17.8 785.5 743.2 700.0 464.6 299.2 278.8 293.4
Massmart share price (cents) Sales ($m) Headline earnings (5m)
00
ol
02
03
o4
08
06
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—_Seven-year KevIieWw continued

Definitions/Explanations

Cash flow ($m)

Cash generated from operations

Net cash flow from operating activities
Net cash flow from investing activities

Profitability and gearing ratios (%)
Return on average shareholders' equity
Return on capital employed

Long-term debt: Equity

Headline earnings/Average of opening and closing capital and reserves balances

EBITA/Average of opening and closing capital employed balances

Debt comprises non-current interest-bearing liabilities (and amounts due to
vendor in 2001)/Capital and reserves

Liquidity ratios
Current ratio
Inventory days

Current assets/Current liabilities
Inventory/Total cost of sales

Per share performance (US cents)
Headline earnings

Diluted headline earnings
Attributable earnings

Dividends/distribution
Cash flow from trading

Operating cash flow

Net asset value
Dividend cover

Headline earnings/Weighted average number of shares in issue

Headline earnings/Diluted weighted average number of shares in issue

Earnings attributable to the equity holders of the parent/Weighted average
number of shares in issue

Distribution to shareholders

Cash flow from trading, before working movements/Weighted average number of
shares in issue

Net cash flow from operations, after working capital movements, excluding
exceptional items and after adding back the dividend paid/Weighted average
number of shares in issue

Capital and reserves/Total number of shares in issue

Headline earnings per share/Interim and final dividend per share

Exchange rates (Rand/US$)
At year-end
Average for the year

Notes:

1 These amounts have been restated due 1o SAICAs reinterpretation of AC 105, Accounting for operating feases. Details can be found in note 2

in the annual financial statements on pages 124 and 125.

2. These amounts have been restated due to IFRS. Details can be found in note 2 in the annuai financial statements on pages 124 and 125.
3. These amounts exclude amounts relating to the discontinued operation. Details can be found in note 3 in the annual financial statements on page 126,
4, The above resuits have been restated for Circular 8. Details can be found in note 2 in the annual financial statements on pages 124 and 125.

Return on shareholders' equilty (%)

glalgl|al

Return on capital employed (%)

Long-term debt: Equity (%)

. -
T
)

T
T
_— -
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Six-year

compound
' growth % 2006 2% 2005 %2%%  2004! 2003 2002 2001 2000
| 73.8 281.0 200.8 185.7 86.7 65.8 45.2 10.2
; 143.1 815 137.6 55.4 46.6 34.4 (3.0}
: 19.6 (71.6) (178.8) {63.6) {56.2) (19.3) (84.8) (24.5)
|

54.3 486.5 43.8 35.0 24.6 19.4 25.7

63.2 54.3 54.1 45.7 336 30.7 39.6

27.3 9.2 14.1 19.1 16.7 42.4 0.5

1.0 0.9 1.1 1.2 11 1.0 1.0

41 43 46 54 51 55 51

325 65.3 52.8 42.9 26.8 18.0 14.4 12.0

32.0 63.6 51.0 41.3 26.0 17.9 14.4 12.0

33.7 64.7 486.9 37.6 23.9 16.0 12.0 11.3

67.5 32.7 295 23.2 10.7 6.0 4.7 15

27.1 120.5 92.0 74.6 47.3 314 224 28.7
103.2 74.7 85.2 37.3 28.1 20.7 {(2.1)

15.6 126.5 113.2 113.2 82.3 70.3 75.8 53.0

2.0 2.0 2.0 2.5 3.0 3.0 3.0

7.48 6.73 6.34 7.93 10.17 8.06 6.93

6.42 6.21 6.84 8.06 10.17 7.62 6.35

Headline EPS (US cents) Attributable EPS (US cents) Exchange rate at year-end
{ZAR/USS)

AR
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| Massmart in the Headlines

2000 to 2006

Retail group Massmart made a strong debut on
the Johanneshburg Stock Exchange yesterday.
Business Day 5/7/2000

Newly listed wholesale and retail group Massmart
produced a 38% rise in earnings to 84,5 cents a
share on the back of record sales and profits.
Business Day 16/8/2000

Massmart Holdings reported a 9% increase in
turnover, to R6,17 hillion from R5,65 billion, in its
maiden interim results for the six months to
December 31.

Business Day 20/2/2001

Massmart’s sales soar by 33% - Massmart
Holdings managed to lift sales a hefty 33 per cent
to R8,02 billion in the 26 weeks to December.
Business Report 25/2/2002

Bulk retailer and wholesaler Massmart streaked
ahead of market forecasts yesterday, posting a
whopping 95 per cent rise in trading profit to
R539 million in the year to June.

Business Report 22/5/2002

Massmart pushed up sales 32% to R10,5 billion
and saw a 45% jump, to R430 million, in trading
profit in its half-year resuits to December . . .
Business Day 27/2/2003

Massmart has go-ahead for acquisition - All
conditions for consumer goods distributor
Massmart's acquisition of the Builders Warehouse
and Tile Warehouse were fulfilled or waived after
last week’s Competition Tribunal approval . . .
Business Day 10/3/2003

Massmart pencils In record profit - Diversified
mass market retailer and wholesaler Massmart
had pencilied in record sales and profits for the
full year to June, it said in a trading statement this
week.

Business Report 7/5/2003

Solid offshore interest boosts Massmart -
Shares in Massmart soared nearly 7 per cent
yesterday as a 30,9 per cent stake owned by
Dutch member SHV Holdings was snapped up.
Business Report 23/1/2004

Massmart provides fresh evidence of retail boom
- A trading update from Massmart on Friday has
given fresh evidence of the retail boom . . . sales
for the 52 weeks to 27 June had ramped up
16,7% to R23,8 billion.

Business Day 5/7/2004

Massmart budgets R1,6 billion for new stores -
Massmart has budgeted about R1,6 billion for the
opening of new stores in the next few years.
Business Report 27/8/2004

Massmart improves house with new buys -
Massmart . . . has boosted its move into the
home improvement market by acquiring Federated
Timbers and Cape-based De La Rey.

Business Report 25/2/2005

Massmart spruces up holdings with Servistar buy
- Massmart Holdings has acquired the Servistar
chain of home improvement stores based in
KwaZulu-Natal, the Eastern and Southern Cape.
Business Report 8/3/2005

Massmart gets green light to acquire Cell-Shack
- Massmart has received the go-ahead from
competition authorities for its acquisition of
cellphone business Cell-Shack Communications.
Business Report 18/3/2005

Massmart marks profit record - Retail group
Massmart on Thursday reported a 16 per cent
increase in HEPS to 341 cents for the year ended
June 2005 from 293,1 cents.

Business Report 25/8/2005

Mass empowerment - Mass discounter Massmart
yesterday anhounced a group wide empowerment
transaction it described as “one of the largest and
most important transactions” in its history.
Business Day 17/5/2006

Diamond Massmart - A record of 35 consecutive
six-month periods of sales growth over 8% is an
achievement any retailer would be justified in
crowing about . . .

Financial Mail 1/9/2006

* These headlines have been selectively extracted from Business Day, Business Report and Financial Mail to highlight Massmart’s growth from

2000 to 2006.
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| Divisional Review

Overview

Massdiscounters comprises retail general merchandise
discounters Game (70 stores), which trades in South Africa,
Namibia, Botswana, Zambia, Uganda, Mozambigue,
Mauritius, and Nigeria, and Dion (10 stores), which trades in
the Gauteng province of South Africa. Divisional comparable
store sales grew 2.1% despite estimated deflation of 1.5%.

New store development was aggressive throughout the year.
The Africa portfolio was increased to nine with the opening of
a new store in Nigeria, two large Game outlets were opened
in George and Vanderbijipark and six new small-format Game
stores were opened in Makado, Shelley Beach, Wonderpark,
Ermelo, Worcester and Ladysmith. In addition two stores were
refurbished. Initially lacklustre comparable store sales growth
responded well to aggressive merchandise and marketing
initiatives in the second half to register a 7.3% growth in the
final quarter.

Excellent expense and working capital control, and a
R17.6 million positive foreign exchange movement, enabled
the division to grow trading profits well ahead of sales growth.
In the core categories of appliances, home electronics and
computers, sales growths substantially exceeded those

reported by major competitors.

With a trading profit return on sales of 7.2%, the division has
exceeded its medium-term target of 7% moving closer to its
international benchmark of 7.4%.

Prospects

Innovative store design, aggressive marketing and effective
merchandising continues to position Game as Southern
Africa’s leading general merchandise discounter, with Dion
playing an important role in maintaining market share in
the densely populated Gauteng province.

Careful market research suggests that there remains
opportunity for new large Game stores in South Africa and in
Africa. In addition, as a result of the improved operating
efficiency of Game in recent years, new small-format Game
stores, measuring around 3 000 m?, have now become viable
in smaller previously unattractive markets. The closure and
relocation of selected stores will optimise penetration within
the Chain's target market, leading to higher sales per store
and significantly higher Chain profitability.

During the 2007 financial year, five more small-format
stores will be opened in South Africa and large Game
stores will be opened in Soweto and on the East Rand as
well as three more Game stores in Malawi, Tanzania and
Ghana.
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Sales of R8 billion show
11.0% reat! growth

Profit before tax of RB76 million
exceeds the T.0% medium-term
target

Eight stores opened in South Africa
and one in Lagos, Nigeria

Total trading space of 322 291 m?

Massdiscounters
Massdiscounters comprises 80 retaii
discount stores, trading as Game
(70 stores) in South Africa, Namibia,
Botswana, Zambia, Uganda, Mozambique,
Nigeria and Mauritius, and as Dion
(10 stores), which trades only in the
Gauteng province of South Africa.
These stores offer a wide range of
general merchandise and non-perishable
groceries to the value-seeking customer.
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__Divisional Review continued

Overview

Masswarehouse comprises the 14-store Makro warehouse
club trading in food, general merchandise and liguor in South
Africa and Zimbabwe. Divisional comparable store sales grew
4.1% with estimated inftation of 2.4%.

With effect from August 2005, certain higher-risk bulk
cellular airtime sales were terminated, resulting in lower
reported total and comparable sales growths. Adjusting for
these cellular sales increases the Chain's total sales growth
to 10.1% and comparable store sales growth to 6.4%.

Trading space remained constant at 120 440 m? as no new
stores were opened during the financial year.

Innovative merchandising, new cardholder recruitment and
the use of Makros considerable Customer Relationship
Management capability 10 pursue high quality sales, was
underpinned by excellent inventory and expense
management. The result was an excellent growth on the
previous year's trading profit, which was depressed by costs
associated with the opening of two new stores, both of which
are performing ahead of expectations.

IFRS requires the resuits of the two Makro Zimbabwe stores
te be consolidated, whereas they had previously been de-
consolidated, and hyperinffation accounting has been
applied to the results of the Zimbabwean operations.

Prospects

The focus on marginsg, expense control and working capital
will continue. The two Makro stores built in the 2005
financial year have shown particularly pleasing growth,
which is expected to continue.

Early initiatives to better utilise the customer data obtained
through the Makro Card to optimise marketing and
promotions are bearing fruit and will remain a focus area for
the coming financial year.

Sites have been identified for two new Makro stores to be
opened in the Gauteng province of South Africa sometime
over the next three years, the first of which is anticipated to
be in October 2007.
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Sales of almost R7.7 billion
show £.3% real growth

Profit before tax of RS18 muillion
exceeds the £.0% medium-term
target

Excellent margin management, cost
control and working capital focus

Total trading space of 120 440 m?

Masswarehouse
Masswarehouse comprises 12 Makro
Warehouse Club stores situated in the
major metropolitan areas of South Africa,
and two stores in Zimbabwe, trading in
food, general merchandise and liquor.
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Divisional Review continued

Overview » Acquisitions boost sales to almost
Massbuild - comprises 65 outlets, trading in DIY, home wagm Qo
improvement and builders hardware, under the Builders R4 bllllon! up by 1“’8A"

Warehouse, Builders Express and Builders Trade Depot
format throughout South Africa. Divisional comparable store

sales grew 12.9% with estimated inflation of 3.5%. * Profit before tax of R297 I'I'Ii“i@l'l,

0
Following extensive analysis of the market and Massmart’s up by 99A’
assets in home improvement, it was decided to rationalise
the five existing brands under one major brand “Builders”,

trading through three distinctive specifically targeted retail * Six stores opened in Builders
formats, with the positioning of each sub-brand capturedin its
by-line: Warehouse and De La Fey
+ “Builders Warehouse - Home Improvement A-Z7,
comprising Builders Warehouse, Tile Warehouse and « Total trading space of 318 691 m?
De La Rey
» “Builders Express - Home and Garden Centre”,

comprising Servistar; and
* “Builders Trade Depot - Building Material Supplies”,
comprising Federated Timbers

The strategic rationale for doing this, the precise market
positioning of the formats and the optimum national footprint,
were clarified in a strategy that will dictate the direction of the
division for the next three to five years.

Massmart's early impact on the acquired businesses and the
opening of four new Builders Warehouse outlets enabled the
division to register the Group’s highest levels of sales growth,
comparable sales growth and profit growth, although the
latter was depressed by costs associated with enhanced
managerial structures, integration, systems and new stores.

Massbuild’s trading profit return on sates of 7.5% compares
to its medium-term target of 8% and its international
benchmark of 10%. Massbuild

Massbuild comprises three Chains of

Prospects . .

5
The aggressive growth plans are on target to create a nationat 65 stores, Currently tradm_" as Builders
footprint of unique home improvement and building supply Warehouse (20 stores), Builders Express
stores, under the “Builders™ brand, executed through three (14 stores) and Buiiders Trade Depot

focused and complementary formats. This growth will be .
underpinned by driving stronger management skills deeper (31 stores). These Chains focus on home

into the organisation and significantly improving systems, improvement trading in decorative
training and logistics. hardware, tools, sanitaryware, builders

The division is currently rolling out the new Builders livery to hardware, tiles and garden services,

all its stores. In the current financial year, De La Rey will be throughout South Africa.
rebranded and incorporated into the Builders Warehouse

chain, and Servistar and Federated Timbers will be rebranded

as Builders Express and Builders Trade Depot respectively.
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_Divisional Review continued

Overview

Masscash comprises 62 CBW and seven Jumbo wholesale
cash and carry outlets trading in South Africa, Lesotho,
Namibia, and Botswana, and voluntary buying organisation
Shield (serving 478 independent food outlets). Divisional
comparable store sales grew by 8.8% with estimated infiation
of 4.3%.

Increasing inflation in the second half, more coordinated
purchasing and tight control of expenses, enabled CBW to
produce an excellent result with profit growth over twice its
double digit sales growth and profitability in excess of the
divisional return on sales target.

The further imposition of Massmart's management structures
and processes in Jumbo and the re-launch of the flagship
Crown Mines store in late February contributed to an
improved second half performance, although fuli year profits
were depressed by the investment in store development and
professional management structures and processes
necessary for the repositioning of the chain.

The focus in $Shield remained on the preservation of assets
and the implementation of the processes and controls
necessary to mitigate risk. While depressing sales growth,
this approach continued to result in an improvement in the
state of the short-term debtor's book.

Given the potential conflict of the roll-out of smaller Game
stores with the customers of Furnex, the latter was disposed
of with effect from 1 March 20086.

Masscash's trading profit return on sales of 2.2% compares with
its medium-term target and its international benchmark of 3%.

Divisional prospects

In CBW the alignment of expenses and product inflation levels
will result in a solid trading performance in the current
financial year. The benefits realised in the second half of the
20086 financial year from the margin and cost initiatives will
continue and return CBW's performance to its historical
levels of profitability.

At Jumbo, with its restructured store base and significantly
strengthened management team, sustained and profitable
sales growth is expected. This, coupled with trading margin
improvements and better cost control, will resuit in improved
profitabitity.

Shield will continue to focus on higher quality sales and cost
control, whilst improving the quality of its service offering to
its customers.
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. Sales exceed R10 billion and
show B.8% real growth

« Profit before tax of R222 miilion
recovers towards the medium-term

target of 3.0%

« Improved margin management, cost
control and working capital focus

» Furnex disposed of with effect from
1 March 2006

 Total trading space of 234 433 m?

Whilst the division remains focused primarily on growth from
its current wholesale food and grocery assets, the return of a
normalised inflation environment, couphzd with the benefits
resulting from improved management strength and focus
shoutd result in the division nearing its medium-term target of
3% profit before tax return on sales.

Masscash
This Chain comprises 62 CBW and
seven Jumbo wholesale cash and carry
outlets, trading in South Africa, Lesotho,
Namibia and Botswana, and Shield, a
voluntary buying organisation serving
478 independent food outlets.
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—___Divisional Analysis

Sales

© 27% - Massdiscounters
O 26% - Masswarehouse
© 13% - Massbuild
@ 34% - Masscash

EBITA

@ 41% - Massdiscounters
© 22% - Masswarehouse
@ 22% - Massbuyild
O 15% - Masscash

Operating profit before
Iinterest

©Q 41% - Massdiscounters

O 22% - Masswarehouse

@ 22% - Massbuild
@ 15% - Masscash

Group® Massdiscounters
2006 2005 % change 2006 2005 % change

Financial information
Sales Rm 29 963.6 25 381.5 18.1 8 095.7 7 396.6 9.5
EBITA Rm 13335 992.3 344 546.4 466.4 17.2
Operating profit before interest Rm 13281 992.3 33.8 546.4 466.4 i17.2
Inventories Rm 32210 2677.0 20.3 12725 1046.6 22.6
Total assets Rm 06184 8 133.2 183 3 265.8 2588.1 26.2
Total liabilities Rm 7 665.9 6574.2 16.6 32243 25694 255
Net capital expenditure Rm 354.0 408.6 {13.4) 120.3 1771 {(32.1)
Cash flow from operating activities Rm 918.9 506.3 81.5 458.6 304.3 50.7
Operational Information
Number of stores 228 213 7.0 80 72 11.1
Number of qutiets served - - - - - -
Trading area m? 992 855 877 878 13.1 322291 297 407 84
Number of empioyees 22 412 20277 10.5 g 925 9 545 4.0
Operational statistics®
Sales per store (excluding Shield

and Furnex) ROOO 122 509 143 122 (14.4) 101 196 102731 (1.5)
Sales per outlet? R0O0O - - - - - -
Sales per m? (excluding

Shield and Furnex) ROOO 28 32 (12.5) 25 25 -
Sales per employee ROOO 1337 1421 {(5.9) 816 775 53
EBITA per employee ROOO 59 56 (5.4) 55 49 12.2

Group includes consolidation adjustments and head office figures,
Masswarehouse now includes Makro Zimbabwe for both years as a result of IFRS. Detalls can be found in note 2 in the annual financial statements on pages 124 and 125.
Massbuild includes Builders Warehouse, Federated Timbers, De La Rey and Servistar. For 2005 the one-month figures for Federated Tirnbers, De La Rey and Servistar,
acquired on 1 June 2005, have been excluded when calculating the operational statistics. The iatter three chains are currently being rebranded to Bullders Trade
Depot, Builders Warehause and Builders Express respectively.
Shield is shown as average sales to each independently owned outlet (ie this represents only a portion of the outlel’s sales).
The operational statistics have been caltulated using yearend balance sheet figures.
The 2005 resufts have been restated for IFRS and other adjustments. Details can be found in note 2 in the annual financial statements on pages 124 and 125.

The above results exclude amounts relating to the discontinued operation (Furnex). Detalls can be found in note 3 in the annual financlal statements on page 126.

Net capital expenditure

0 36% - Massdiscounters
© 10% - Masswarehouse
@ 32% - Massbuild
@ 22% - Masscash

Cash flow from operating
activities

O 42% - Massdiscounters

O 26% - Masswarehouse

@ 18% - Massbuitd
O 14% - Masscash

Number of stores

Q 35% - Massdiscounters
© 8% - Masswarehouse

@ 29% - Massbuild
& 30% - Masscash
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Inventories Total assets Total liabilitles

© 40% - Massdiscounters O 35% - Massdiscounters O 35% - Massdiscounters
O 21% - Masswarehouse Q 23% - Masswarehouse @ 27% - Masswarehcuse
O 19% - Massbuild Q 16% - Massbuild ©Q 14% - Massbuild
O 20% - Masscash © 26% - Masscash © 24% - Masscash
Masswarehouse® Massbulld® Masscash
2006 2005 % change 2006 20095 % change 2006 2005 % change
7 661.1 7178.8 6.7 38928 1 509.5 157.9 10 314.0 9 226.6 10.9
288.3 1736 66.1 290.4 144 .4 1011 208.4 207.9 0.2
288.3 173.6 66.1 290.4 144.4 101.1 203.0 207.9 (2.4)
682.3 620.0 10.0 602.4 410.9 46.6 654.1 533.2 10.3
2 200.7 19049 15.5 1473.0 a77.6 50.7 2 467.2 2 5385 {(4.7)
2470.5 2175.8 13.5 1 340.7 951.4 40.9 2 200.0 2 350.7 {6.8)
34.3 132.7 (74.2) 105.6 47.1 124.2 72.4 45.5 59.1
289.1 2456 17.7 191.4 57.3 234.0 155.0 3.5 4 328.6
14 14 - 65 62 4.8 69 65 6.2 |
- - - - - - 478 885 (36.0) |
120 440 120 440 - 318 691 238 919 33.4 231 433 221112 4.7
2794 2 641 58 5125 3760 36.3 4 375 4 180 4.7
547 221 512771 6.7 59 889 114 25% (47.6) 120 104 113 661 5.7 !
- - - - - - 4 012 2 106 90.5
64 60 6.7 12 16 (25.0) 36 33 9.1
2742 2718 0.9 760 1103 (31.1) 2 356 2224 59
103 66 56.1 57 i11 (48.6) 48 50 (4.0}
Sales per store Sales pet m? Sales per employee
Maasdiscounters ]' 101 196 Mustdiscountsrs Massdincountsrs
N i I -
Masebuid n 59 889 Masebulld Massbutd
Masscash I 190 104 Masscach Masacash
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___Ghannel Collaboration Review

We believe that meaningful and extensive collaboration
between the four divisions makes the value of the Massmart
Group greater than the sum of its parts. This collaboration,
through our Forums, continues to gain momentum within the
Group and has recently been further emphasised with the
appointment of a new executive to the Group Executive
Committee to focus exclusively on further value creation
through collaboration across the Divisions,

All Forums operate under four broad headings:

+ Achieving synergies through shared profit opportunities
and the reduction of costs;

* Peer reviews of performance and adherence to good
standards across the divisions;

* Ensuring compliance to legislation and good standards;
and lastly

* Shared learning through the measurement and review of
internal performance, external market shares and the
sharing of qualitative learnings between the divisions,

Trading Forums

The trading Forums focus on the procurement and sale of
goods through our divisions and stores. These currently
comprise the Food & Liquor, General Merchandise, Cellular
and Home Improvement Forums.

This year saw the participation in and contribution to the
Forums grow in maturity to make good progress in setting and
achieving meaningful commercial objectives such as joint
strategic supplier reviews, internal product category reviews
and the implementation of shared private and exclusive label
strategies across our Chains. The new Home Improvement
Forum has seen the inclusion of the new Massbuild
businesses in the collaborative Channel process te the
advantage of all involved.

The future focus is to tighten the objectives and measured
outputs of these Forums within 2a common Massmart Channel
framework and continue to drive the Forum activities with
respect to joint planning with our suppliers, better internal
coordination of product category strategies and the
professional management of our private and exclusive labels.

Functional Forums

In contrast to the trading Forums, the functional Forums
primarily focus their attention on the procurement and
management of common essential resources and services
required by the divisions in support of their trading activities.
This activity occurs under the four main areas highlighted above.
Contributing to this have been the Technology, Information and
Process (TIP) and the Human Resources Forums.

Important work has been done in both Forums this year. The
Human Resources forum has facilitated a group-wide response
to Aids and HIV within Massmart. Group-wide voluntary
counselling and testing has been completed and is ongoing
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We believe that meaningful
and extensive
collaboration between

the four divisions makes
the value of the Massmart
Group greater than the sum
of its parts

with the business funding the appropriate treatment for HIV-
positive employees, including the provision of antiretrovirais.

The Human Resources forum has alsc been an important
element in the creation of a Group Training Service which will
deliver shared executive training and education focused on
scarce retail skills, leadership development and the recruitment
and development of equity graduates into the Group.

The Technology, Information and Process forum implemented
an aggressive peer review role this year to ensure that
IT projects above a certain level of cost and risk had an
element of Group oversight. This resulted in the halting of one
large divisional project that showed early signs of impacting the
business negatively. This Forum has also driven negotiations
with Group telecommunications providers to substantially
reduce the costs of these services as well as reducing the cost
of print consumables through joint procurement.

Shared service departments

Where it is possible to provide a service to the Chains at a
lower cost than they could obtain individually, directly or
through a third party, a shared service structure is maintained.

We currently have nine shared services, being: Internal Audit;
Supplier Contract Negotiation and Administration;
International Commerce; Company Secretarial; Employee
Benefits; Group Tax and Treasury; Corporate Affairs; Business
Intelligence and Group Training,

Group Training is a new service which has been born out of
an overwhelming need for shared training and development in
specific areas of retail skills such as planning, buying, store
management and business process analysts. This function
will also promote a joint appreach to leadership development
below the executive level and commit resources to the
recruitment of high potential equity graduates into Massmart
to develop them towards a career in retail.
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—  ADOUT ThiS Keporx

Massmart Sustainability Report 2006

This is Massmart's third sustainability report which
continues the established trend of improving the content,
scope and structure of our reporting, utilising facilitated
internal and external stakeholder feedback. A notable
innovation in deriving such feedback was the use of focus
groups to assess stakeholder responses to a full *mock-
up” of this report prior to its publication.

We have extended the scope of our previous report,
published In November 2005, by iIncorporating the
followlng new elements Into the current report;

Sustainability scorecard that provides a
consolidated view of the Key Performance
Areas (KPAs) that we track .......c.coeeeveevviirennnns 68 - 72

Internal Audit statement verifying the accuracy
of the sustainability scorecard..........ccccecvvevieervvinne. 68

Sustainability risk assessment that provides
a consolidated description of key sustainability
risks and our response to those risks............. 74-75

Sustainability performance review that provides

a consolidated assessment of the extent to

which we achieved the objectives described

in Our Previous report..........cccvvviieerecreeeeeeen. 76 - 79

+ Additional case studies that provide
a “feel” for our operational approach to
sustainability issues......... 81, 86 - 87, 91, 93, 95, 97

We are hopeful that the incorporation of these elements has
resulted in the creation of a more informative and reader
friendly report that presents a fair perspective of Massmart's
sustainability practice for the year ended lune 2006.

Should you, the reader, wish to provide Massmart with
feedback concerning this report then, forward your views to
sustainability@massmart.co.za.

Sustainability philosophy

Whilst our understanding of good sustainability practice
has, and continues to improve, our overall philosophy
remains consistent with the view expressed in our last
sustainability report. This view defines sustainable
business practice as “A business approach to create long-
term shareholder vaiue by embracing opportunities and
managing risks deriving from economic, environment and
social developments”.
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In practical terms we have firsthand experience of the
positive impact that considered sustainability practice has
on stakeholder relationships. This is manifest through
factors such as better staff productivity and greater
credibility in interactions with regulatory and government
authorities.

We are also appreciative of the operational efficiencies that
may, for example, be achieved through reducing store
energy consumption or eliminating packaging waste in the
supply chain.

This experience reinforces our belief that good
sustainability practice equates to responsible business
practice, and that well-managed companies are motivated
to act responsibly,

Stakeholder engagement

Massmart is committed to engagement with our
stakeholders to promote constructive dialogue about
issues of mutual interest.

These stakeholders include our customers, empioyees,
investors and suppliers, as well as Government, community
groups, media, non-governmental organisations (NGOs),
the Consumer Goods Council of South Africa (CGCSA},
legisiators and regulators,

We prioritised stakeholder engagement as an important
sustalnability area during the year in review. This resulted
in a number of notable achievements that included:

Appointing a public relations advisor to improve
the quality and frequency of engagement with
external and internal stakeholders

Launching a quarterly group news magazine
that is distributed to staff, strategic suppliers
and other selected external stakeholders

Launching quarterly “round table discussions”
with primarily external stakeholders to discuss
issues of mutual concern, such as the role and
expectations of corporates in job creation

Simplifying and re-formutating the Massmart
Supplier Perceptions survey to enable more
frequent administration

+ Establishing closer relationships with
organisations representing black entrepreneurs
such as the National Industrial Chamber (NIC)

massmart annuat reperi




in all of these instances this engagement was motivated by a
commitment to share more information about the Group or
to improve our understanding of the expectations of others
in order to promote more regular and better informed

Participating in numerous workshops hosted
by Empowerdex and designed to gauge the
response of business to the codes of good
practice on Broad-based Black Economic
Empowerment (BBBEE)

Establishing a coilaborative relationship
with the Gauteng Education Department's
Policy Planning Unit to improve our
understanding of the educational needs
that underpin Massmart’s Corporate
Social Investment (CS!) focus

Making formal submissions to the Department
of Trade and industry on the second draft codes
of good practice on BBBEE and the Consumer
Protection Bill

Collaborating with the South African Institute
of Ethics, at their request, to prepare an ethics
case study for the United Nations

Voluntary participation in various surveys
designed to share knowledge about corporate
practice in a variety of sustainability areas such
as BBBEE

stakeholder dialogue.

Stakeholder engagement activities

QOur relationships with stakeholders are informed by our
endorsement of various externally developed guidelines that

include the:

In

Global Reporting Initiatives (GRI) sustainability
reporting guidelines

Universal Declaration of Human Rights

Charters of the International
Labour Organisation

most Instances these guidelines are codified in the

relevant Massmart policy documents.

The foliowing table provides a compiehensive profile of

Massmart’s stakeholder engagement activities.

Stakeholder
group

Form of
engagement

Investors and
shareholders

Regular local and international
meetings and briefings, bi-annual
results announcements, three
trading updates, annual genera!
meeting, annual report, SENS
announcements, Massmart web-
site and compliance with statutory
disclosure requirements.

Employees

Regular staff meetings and
briefings, performance review and
counselling process, *“Fireside
Chats” for career planning of senior
management, zdherence to open
door policy, group-wide admini-
stration of Deloitte Best Company
to Work For survey, administration
of chain specific surveys and
Massmart Ethics Line.

Customers

Print and electronic advertising
campaigns, face-to-face inter-
action in stores, landscape market
surveys, customer focus groups,
in-store custcmer satisfaction
surveys, chain specific customer
service toll free lines, Massmart
Corporate and Chain websites.

Community

Store-based and Massmart Group
level meetings with community
leaders ancl associations,
Corporate  Social  Investment
partnering and employee
volunteerism.

Suppliers

Regular chain specific supplier
meetings, annual and bi-annual
Massmart Group meetings,
strategic planning workshops,
one-on-one CEQC and senior
executive meetings, Supplier
Relationship Surveys and
Massmart Ethics Line.

industry and
business groupings

Active participat'on in organisations
such as Consumer Goods Council
of South Africa, Retailers Association,
Retail Liaison Committee and
Business Against Crime.

Government

Lodging formal submissions in
response to draft and/or
established legislation, meeting
with national, provincia! and local
government rejresentatives and
quarterly round table discussions.

Non-governmental
organisations

Direct engagement on issues of
mutual interest, social develop-
ment collaboration and support,

meetings and conference
attendance.
Media Participation in media surveys,

interviews, press releases and
direct engagement on topical/
public interest issues.
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Sustainability Scorecard

Sustainability report verification JSE Limited socially responsible
statement investment index (SRI)
scorecard

The Massmart Internal Audit department conducted a
review of the data reported in the preliminary and final
Sustainability Scorecards. The review was conducted in

Score ISE
terms of assurance standards and entailed the Sustalnability indicator 2006 baselline
yermcatron of the authenticity of data presenteg agalnst Governance a4 16
internal and external source documents. All significant Sacial
reported internal audit findings have been satisfactorily sustainability 54 25
addressed through Scorecard amendments. On this Economic |
basis we are satisfied to report that the data presented sustainability 35 21
. . . Environmental I
in the reported Scorecard fairly represents the position sustainability 48 16 |
of Massmart's Sustainability performance for the Total 181 7;

financial year ending June 2006,

Magerd bbnad At Sesvtep

Massmart Sustainability Report 2006

Massmart’s SRI score of 181 points significantly
exceeds the JSE Limited's baseline score of
78 points. We are, as the result of changes to the
SRI scoring protocols, unable to provide meaningful
comparative data for the financial year ended
June 2005.
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Economic value-added statement Estimated broad-based black
economic empowerment (BBBEE)
scorecard

+ = comparative increase relative to 2005
- = comparative decrease relative to 2005

2006
June Comparison Estimates  Comparison

Sustainabllity Indicator Rm 2005 Sustalnability Indicator 2006 2005
Sales, royaities, Qwnership 6% Not

franchise fees, rentals, gtan?gemert\t cor.\:rul 6 59_6

management, and mployment equity -

admingismion Skills development 10% | reported

fees (inclusive of VAT) 34 196.2 +15.4% Preferential
Cost of sales (25 112.4) +13.5% procurement 5.1% in
Interest and Enterprise

investment income 102.8 +3.4% development 10%
Net costs of services Residual 9.9% 2005

and other operating Total 47.6%

expenses (1 827.8) +15.6%
Value added 7 358.8 +22.1%
Applied as follows:
To employees as

salaries, wages and

other benefits 2088.1 +24.9%
To Government as

taxation 41175 +16.2%
To shareholders

as dividends 402.8 +82.2%
To lenders as interest 96.5 +32.6%
Depreciation and

amortisation 203.5 +28.4%
Minorities 24.7 +929.2%
Net earnings retained 425.7 +18.6%
Total 7 358.8 +22.1%
Massmart’s economic value added contribution Massmart's estimated BBBEE score has improved by
increased by R1 330 million from R6 029 million for the 6% from 41.5% to 47.5%. This improvement is
financial year ended June 2005, to R7 359 million attributable to the Thuthukani staff ernpowerment
for the financial year ended June 2006. transaction. We anticipate a negative impact on our

BBBEE score if the Draft Codes of Good Practice are
gazetted in their existing form.

Note: BBBEE score is, with the exceptlon of ownership, iferived from the
Financlal Malt's 2005 Top Empowerment Companies Survey.
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Sustainability Scorecard continues

Employee HIV/Aids scorecard

Estimates Comparison
Sustalnability Indicator 2006 2005

Estimated HIV/Aids
prevaience rate
amongst staff 6.2%

% staff uptake of Voluntary
Counselling
and Testing (VCT) 53.6% Not

Number of staff receiving reported
Massmart funded
treatment 56

in

Number of spouses
receiving Massmart
funded treatment 7 2005

Annual value of Massmart
investment on HIV/Aids
prevention and treatment R3.7 millign
(for period 15 November
2005 - 30 June 20086}

Massmart's estimated rate of infection of 6.2% is
based on the results of our VCT programme. This
more reliable estimate is broadly consistent with
our previous estimate of 6.9%. Our operations in
KwaZulu-Natal (6.9%) and Gauteng (6.8%) currently
reflect the highest prevalence rates in the Group.
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Employment practices
scorecard

+ = comparative increase relative to 2005
- = comparathve decrease relative to 2005

Estimates Comparison

Sustainability Indicator 2006 2005
Total emplayee headcount 24 754
% permanent employees 64.31% -567%
% flexitime employees 35.69% +5.67%
% unionised employees 41,12% -4.78%
% black (ACi} employees 83.40% + 0.40%
% black {ACH managers 2.92% -0.58%
Minimum average

group wage R1789 Not reported
Minimum legisiated wage R1197 +17.71%
% employees on medical

schemes 22.64% - 2.96%
% empioyees on

retirement plans 93.77% ~-2.83%
Investment in staff training

(internal and external) R16 639 472 + R140 Q00
Person days lost to

national stayaways 2710 Not reported
Person days lost to intemal

industrial action 119 119%
Disciplinary hearings 1 602 + 4.5%
Grievance hearings 144 Not reported
% staff turnover 12.76% +0.97%
% resignations 8.24% -3.46%
% dismissals 2.46% + 0.06%
% other {eg retirement,

retrenchment} 2.06% +0.26%
Overall Deloitte staff

satisfaction score 281 -0.10%

(measured out of a
maximum score of 5)

The days lost to national stayaways is attributabie to
a national stay away called by COSATU. The
reduction in ACl manager representivity is primarily
attributable to the inclusion of Massbuild
acquisitions in this statistic. Year-onyear increase in
occupational accidents and injuries is primarily
attributable to in¢clusion of Masshuild data.




+ = comparative increase relfative to 2005
- = compavrative decrease relative te 2005

Customer satisfaction scorecard

Supplier satisfaction scorecard

+ = comparative increase relative to 2005

- = comparative decrease relative to 2005

Comparison Comparison
Sustainability Indicator 2006 2005 Sustalnability indicator 20086 2005
Total number of customer Total number of listed
transactions 69 498 472 merchandise suppliers 5074
% Massmart shoppers % favourable supplier
who were able to make perceptions of Massmart
their planned purchase distribution channet
in Massmart stores 86% Not efficiency 100% Not
% shoppers who were % favourable supplier
totally or quite satisfied reported perceptions of Massmart reported
with the shopping stewardship of their brands 91%
experience in in in
Massmart stores 93% % favourable supptier
perceptions of Massmart
% shoppers who indicated 2005 responsiveness to market 2005
that they would repeat opportunities 97%
shopping at Massmart
stores 98% % favourable supplier
perceptions of Massmart
% customers who did not fairness in procurement
experience a problem negotiations 94%
that required further
contact with the store 94% % favourable supplier
perceptions of Massmart
% customers who were ethics 100%
satisfied with the
reselution to probiems
raised with
the store 73%

Supplier perceptions were derived from a survey
administered to a sample representing 15% of suppliers
that account for approximately 60% of procurement
spending. This is a reformulated survey for which there
is no directly comparable data for the year ended
June 2005.

Customer perceptions were derived from an intercept
survey conducted with 2 000 shoppers at Massmart
stores nationally. This is a reformulated survey for
which there is no directly comparable data for the year
ended June 2005.
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. Sustainability Scorecard continuea

Massmart Sustainability Report 2006

Corporate Social Investment
(CSl) scorecard

+ = comparative increase relative to 2005
- = comparative decrease relative to 2005

Estimates Comparison
Sustalnability Indicator 2006 2005

Total Group CS1 spend
including staff
contributions R10 581 877 +76%

Total Group CSt spend less
staff and supplier

contributions R8 097 368 +51%
Total Group spend as a % 1.6%

of profit after tax
Massmart Holdings R736 593 + 220%
Massdiscounters

(Dion and Game) R3 422 450 + 26%
Masswarehouse (Makro) R1 419 291 -12%

Masscash {CBW, Jumbo
and Shield) R1 301 323 + 63%

Massbuild {Builders

Warghouse, De La Rey, Not
Federated Timbers and
Servistar) R12i7 711 reported

Staff and supplier
contributions R2 484 509 + 269%

Increase in CSI spending is attributable to a more
structured and proactive approach to CSI, better
tracking of CSI contributions, inclusion of Massbuitd
CSl spending, and the inclusion of supplier
contributions to chain CSl projects. CSl spend is
represented as a percentage of 2004 profit after
tax, this being the audited result on which the 2006
budget was based.

Environmental scorecard

+ = comparative increase relative to 2005
-~ = comparative decrease relative to 2005

Estimates Comparison

Sustalnabllity indicator 2006 2005
Water consumption RO 745 654 +25%
Electrical consumption R61 211 647 + 24%
Sites with recycling
programmes 137 + 42%
Supplier environmental Not
surveys conducted 8 reported

Environmental partnerships
with suppliers - -

Greenhouse gas emissions unknown -

Increase in water and electrical consumption is
primarily attributable to inclusion of Servistar,
Federated Timbers and De La Rey. A survey of the
environmentai impact of our seafood suppliers was
launched during November 2005.
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assmart Internal Audit Service Verification Approach

Massmart Internal Audit Service (MIAS) responsibility

MIAS was asked to review the Massmart Sustainability information prior to its publication in the Massmart Annual Report in order
to provide assurance on its content. We are aware of the need to remain completely objective and understand that the
Sustainability Report contains various qualitative components that can be interpreted differently by the varying audiences and
stakeholders. We have therefore only performed audit procedures on quantitative data presented to us on the Massmart
Sustainability Scorecard. The areas of review included:

» JSE Limited Scocially Responsible Investment Index;
Economic Vaiue Added Statement;
Estimated Broad-based Black Economic Empowerment Scorecard;
Employee HIV/Aids Scerecard;
- Employment Practices Scorecard;
Customer Satisfaction Scorecard;
Supplier Satisfaction Scorecard;
Corporate Social Investment Scorecard; and
- Erwironmental Scorecard.

Audit approach

There are no generally accepted auditing standards for the reporting or review process relating to sustainability performance.
Recognising that both sustainability reporting and independent assurance of the reporting are continuously evolving, we developed
a methodology that altowed us to comment on the accuracy of the quantitative data presented as at 23 july 2006, This information
was subsequently amended, based upon MIAS feedback, during the week of 23 August 2006. Our verification sources by category
were:

Scorecard category Primary data source

JSE Socially Responsible Index - JSE Limited and Trialogue

Economic value added statement - Audited financial statements

Estimated BBBEE Statement + Empowerdex Financial Mail Top Empowerment Companies

Survey and Cliffe Dekker legal opinion

Employee HIV/Aids + Alexander Forbes

Employment practices + Individual chain payroll downloads and audited chain
income statement
- Manual records of chain information

Customer satisfaction - Douglas Parker and Associates Shopper Survey

Supplier satisfaction - Confirmation from chains
- Massmart Supplier Perceptions Survey results

Corporate Social Investment + Confirmations from chains
+ Chain income statements

Environmental - SustBrands

information generated was also evaluated for reasonableness based on Massmart Internai Audit's lknowledge and prior
assessment of the varying operating systems.

Limitation of scope

The following scope limitations were applicable:

+  Information such as disciplinary and grievance hearing statistics received from various operational sites were not subjected to
completeness testing;
Reliance has been placed on data provided by external sources such as Douglas Parker and Associates and Cliffe Dekker. No
work was performed in order to evaluate the accuracy of the information provided by external sources.
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ey sustainabpiiity Risks

Risk

Staff reticence to participate In voluntary HIV
counselling and testing. Notwithstanding the human
tragedy, a key impact on business of the HIV/Aids
ctisis is the loss of skilled staff and the associated
productivity and replacement costs. Voluntary testing
and counsefling is a prerequisite that enables
individuals to determine their HIV status thereby
enabling Massmart to provide treatment as required.

Chronic shortage of core retall skills and
particularly buying and planning skills. The chronic
shortage of core retail skills has led to a situation
in which there is a high industry dependency on
sourcing skilled staff from competitors, This is an
unhealthy situation that impacts negatively on
productivity and costs.

Impact of criminal activity on customer and staff
safety. This remains a longstanding risk to which we
continue to devote significant time, attention and
resources. Retailers who participate in the Consumer
Goods Council of South Africa’s (CGCSA) Crime
Prevention Programme reported a 48% increase in
incidents of violent crime for the quarter April to
June 2006, compared to the same quarter in 2005.
Financial losses suffered by these retailers during
this period amounted to approximately R13 mitlion.

Fallure by suppliers to become early adopters of
broad-based black economic empowerment
{BBBEE} compromises Massmart's short-term
BBBEE objectives. We identified this risk in our
previous sustainability report and were subsequently
disappointed with the response by suppliers to our
request for their BBBEE status. Massmart requested
the BBBEE status of 6 500 centrally listed suppliers
of which 1 202 responded, 68% of whom indicated
that their BBBEE status was unknown. Preferential
procurement is currently one of the weakest areas
on Massmart’s BBBEE scorecard.

Formal retail activity undermines retall proposition
of Massmart's wholesale trading partners,
Historically, the international trend has been for
large retail chains to push small independent
traders out of business. Spaza and tuckshop
owners appear to be impacted most by the
increased levets of formal retail activity.

Power outages negatively impact on store
operations. This risk was first identified in our
previous sustainability report and has proven to be
accurate by subsequent events in the Western Cape.
We remain concerned about the capacity of the
national grid to cope with the energy demands of a
rapidly increasing consumer base and the impact that
this has on our ability to trade efficiently.
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Response

Continue existing programmes to destigmatise
HiV/Aids and to encourage voluntary testing and
counselling.

Implement a focused longterm programme to
develop and retain core skills.

Maintain current high priority focus which includes
alarm specifications that exceed industry
requirements, cash office designs that incorporate
dedicated cash-intransit pickup points, regutar
violent crime security drills, close collaboration with
the South African Police Service, deployment of well-
trained security guards and stringent application of
service level agreements with security providers and
banking institutions.

Engage more intensely with top management teams
of strategic suppliers that account for the majority
of Massmart’s procurement spend. Attempt to
formulate an incentive that encourages suppliers to
proactively disclose their BBBEE status to
Massmart. We anticipate that suppliers will be in a
better position to provide their BBBEE status once
the DTI's codes of good practice have been
finalised.

Develop commercial opportunities to improve the
competitive offering of independent traders.

Participate proactively in Eskom-endorsed initiatives
to conserve energy and also maintain a viable
backup supply of electrical energy. This includes
ensuring that our stores in areas that are vulnerable
to power outages have back-up generators to
minimise disruption to our trading activities.
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Insufficlent information about supply chaln eco- Appoint an environmental scientist to identify strategic

efficiency and suppller abllity to respond suppliers with high erwironmental impact and
constructively to environmental activism. it is our introduce a process to reliably survey their
perspective that we have insufficient understanding of environmenta! practices. This will include initiating
the impact that our suppliers operationat activities appropriate action where supplier practices are found
have on the environment. This includes their approach to be wanting.

to water and energy conservation, waste reduction,
responsible use of man-made chemicals and
responsible product packaging. We are mindful that
any non-compliant environmental activity by our
suppliers is harmful to the planet and potentially
damaging to Massmart’s reputation.

Insufficient understanding of the potential impact of Access the comprehensive data tha: is already

increasingly stressed water resources on available on this subject and develop an informed
Massmart’s supply chain. It is our perspective that we perspective of the potential implications for
have insufficient understanding of the impact of Massmart.

limited water resources on  socic-economic
development. South Africa is a semi-arid country with
stressed freshwater resources that are almost fully
utilised. There is a widely held view that factors such
as climate change, rapid population growth and
economic development will result in insufficient water
resources to meet South Africa’s domestic,
agricultural and industrial needs.

Disappointments

Whilst we are, in broad terms, satisfied with our sustainability performance, we are disappointed by insuflicient progress in a
number of areas.

We have devoted considerable attention to opening our procurement activities to emerging black startup suppliers, This has
included attempts to establish collaborative relationships with the National African Federated Chamber of Commerce
(NAFCOQ), ithala Development Finance Caorporation Limited and National Industrial Chamber (NIC). Despite these efforts we
have made indifferent progress toward entering into meaningful supply transactions with emerging black start-up suppliers.

+  We continue to increase our financial investment in human capital, which has included a recent decision to provide free anti-
retroviral treatment to permanent staff and their spouses. We were therefore disappointed to note that the Group's grand mean
score on the Deloitte Best Company to Work for Survey declined from 2,91 out of a maximum score of 5 in the 2004 calendar
year to 2.81 in the 2005 calendar year. Ahough the decline was relatively modest, it occurred at a time when we were
optimistic of improving upon our previous score.

Our efforts to increase representation of Previously Disadvantaged Individuals to transform our workforce, particularly at senior
and top management levels, have failed to meet our expectations.

Corporate Social Investment activities are generally difficult to focus in a way that delivers both social development and
organisational benefits. Although Massmart's CSI focus has undergone significant improvement we remain concerned about
the continued incidence of ad hoc CS! initiatives that deliver sub-optimal developmental and organisational benefits.

Our environmental efforts have grown in scope and sophistication to include focusing on supply chain impacts. In addition the
emphasis that the Group places on environmental issues has increased significantly. However, our progress in implementing
identified energy saving and waste recycling opportunities has been slower than anticipated.
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Sustainability Performance Against Objectives

Broad-based black economic empowerment

What we said we would do

What we did

Reassess the BBBEE performance of Massmart
companies in terms of the Codes of Good Practice
on BBBEE, once they have been finalised.

The Codes of Good Practice have not yet been
finalised. Massmart did, however, conduct a
comprehensive BBBEE self-assessment utilising a
computerised self-assessment too! that is based on
the provisions contained in the draft codes of good
practice.

Implement a focused initiative to develop talented
black executives through an executive mentoring
process.

Black executives were appointed as executive
assistants and are being mentored by the
Massmart CEQ, CEQ Designate and Deputy CFO.

Engage in an extensive process to identify the
BBBEE rating of suppliers. This wiil include rolling a
BBBEE seif-assessment tool out to suppliers.

in March 2006, Massmart made it a tisting
requirement for suppliers to disclose their BBBEE
status as a condition for trading with the Group.
This decision was communicated and followed up
via ongoing personal correspondence with 6 500
centrally listed suppliers.

To date the Group has received responses from
1 600 suppliers. 259 suppliers have implemented
a BBBEE self-assessment tool, for which Massmart
negotiated a 33% discount with the software vendor.

Conduct workshops with suppliers to communicate
Massmart’s BBBEE philosophy and expectations,

These workshops were placed on hold pending the
outcome of our ongoing BBBEE discussions with
suppliers.

Implement modifications to Massmart's central
buying system in order to track procurement in
terms of the BBBEE status of suppliers.

Detailed modifications to the central buying system
have been specified. Implementation of the
modifications has been placed on hold pending the
finalisation of the codes of good practice. A
spreadsheet-based BBBEE tracking mechanism has
been implemented as an interim measure.

Improve the process for connecting potential black
suppliers to buyers within our chains. This will
include hosting a Massmart trade fair for potential
black suppliers.

Two Massmart-based merchants were tasked with
the responsibility for screening, advising and
facilitating meetings between new black suppliers
and buyers in our chains.

Massmart was a co-sponsor of the National
Industrial Chamber’s {NIC)} annual conference and
used this opportunity to assess the product
offerings of exhibitors at the conference. NIC
represents the interests of black manufacturers.

Establish a further enterprise development
partnership that targets black youth entrepreneurs.

Massmart established a jointly-funded Youth
Enterprise Development Fund with Umsobomvu. The
fund is used to establish unemployed youths in
micro or entry level fast food franchise businesses,
many of which operate in close proximity to
Massmart stores.
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Human capital

What we said we would do

What we did

Implement information systems to enhance the quality
and comparahility of human capital reporting.

Massmart has identified clear human capital reporting
priorities and has initiated a programm: to upgrade
human capital information reporting in line with
these priorities. Achlevements to date have included
the design and implementation of & group-wide
succession planning system.

Conduct a human capital best practice exercise as the
basis for Massmart human resources policy
development.

Upon embarking on this project we realised that we
were in danger of over committing our human capital
resources. We therefore focused ouwr efforts on
developing performance management and career
counselling best practices. These form the basis of a
revitalised performance management process that is
currently being implemented throughout the Group.

Instil a stronger learning culture at all levels through
revitalised executive and leadership development
programmes.

Massmart made significant progress toward the
achievement of this objective. This involved launching
three executive development programmes during the
period. These were the Emerging Talent Development
Programme, the Leadership Development Programme
and the Executive Development Programme.

Customers

What we sald we would do

What we did

Leverage opportunities to respond to customer needs
identified in a comprehensive group-wide customer
research process.

Doug Parker and Associates completed an extensive
group-wide customer research process during the
period. The results of this research have been
presented to the chains for input into their respective
customer attraction and retention strategies.
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Sustainability Performance Against Objectives continvea_ |

Suppliers

What we said we would do

What we did

Verify supplier perceptions of Massmart's
distribution strategies and their associated
benefits.

Although this topic was covered usefully in various
chain and Group-led meetings with key suppliers, we
did not implement the coordinated process that had
been envisaged.

Engage more closely with our suppliers regarding
their awareness of and commitment to BBBEE.

Massmart sent three different notes to suppliers
describing our perspective of BBBEE and also
requesting clarity about their position on the
issue. These notes were supplemented by
the establishment of an emall heipline,
BBBEE@massmart.co.za, to which suppliers couid
direct BBBEE enguiries.

Corporate social investment

What we said we would do

What we did

Improve our targeting of beneficiaries to provide
greater support to the poorest of the poor.

Significant success was achieved in this area with
the majority of CSI support going to beneficiaries in
the poorest of the poor communities. The Makro
Excellence in Education Award is an excellent
example of this refocused approach.

Achieve better coordination of Group CSI activities.

Progress against this objective has been modest.
Game, Dion and Makro entered into joint CSI projects
at two schools. Whilst Game, Dion and Shield
collaborated in a project at the Twilight Children's
shelter. Massmart Holdings and Jumbo Cash and
Carry partnered on the Entuthukweni Training and Job
Creation Project. These partnerships represent a
marked improvement on the efforts of previous years.

Leverage existing expertise to meet those needs
where we can apply our core expertise in the
interests of social development.

Whilst we have explored opportunities to leverage our
core expertise in the interests of social development
we have as yet been unable to conceptualise a
suitable social development project in this area.

Promote a spirit of volunteerism within the
organisation by providing employees with
opportunity to contribute time, effort and money to
social causes.

In July 200% Massdiscounters iaunched a
programme 1o facilitate and recognhise employee
volunteerism. This programme served as a pilot for
the Group and provides the basis for group-wide
policy on employee volunteerism.

The Massdiscounters employee volunteerism policy
pack was rolled out to all chains in March 2006 for
chain specific customisation and implementation.
The policy has, to date, been implemented at
Massmart Holdings and Feds.
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Environmental

What we said we would do

What we did

Enhance group-wide environmental reporting 10
increase comparability across the Group.

A greater awareness of the need for environmental
reporting has been created and currently reported data
is considerably easier to access. We have, however,
made disappointing progress in extending the scope of
data for enwironmental reporting purposes.

Reinforce the environmental compliance focus in Audit
plans,

The Massmart Internal Audit department has
developed a store Environmental Audit plan.

Formulate group-wide eco-efficiency benchmarks.

Whilst Massmart's chains are sharing more
information, under Makro's leadership, about their
environmenta! practices we have been unable to
derive comparable eco-efficiency benchmarks.

Expand the energy efficiency opportunity assessment
to cover air conditioning and refrigeration systems.

Makro, which sets the pace in terms of environmental
practice in the Group is currently trialling a process to
identify opportunities for assessing the eco-efficiency of
refrigeration and air conditioning systems.

Conduct an energy saving opportunity assessment at
Builders Warehouse, Jumbo Cash and Carry and the
Massmart Corporate head office.

External consultants conducted lighting efficiency audits
at sites in these chains and at Massmart's Holdings
Head Office.

implement recycling programmes at sites that do not
currently have such programmes and extend recycling
reporting to cover glass and plastic.

The implementation of recycling programmes is an
ongoing initiative. Recycling programmes are active at
153 Massmart sites versus the 96 sites with recycling
programmes that were reported in our 2005
sustainability report.

Increase ouwr understanding of supply-side environ-
mental risks and explore environmental advocacy
opportunities.

Massmart engaged an ernvironmental consultant to
advise the Group on opportunities to play a greater
environmental advocacy role with suppliers. This
resulted in our conducting a survey of the marine
harvesting and aqua-culture practices of Massmart
fish and shellfish suppliers.

Further achievements

Further to our performance against the aforementioned objectives Massmart aiso delivered against a number of additional
objectives. These included:

- Establishing a Sustainability Committee, which operates as a committee of the Massmart Board and has oversight
responsibility for sustainability practice in the Group;

- Launching a sustainability workshop programme with the objective of improving senior management's understanding of
sustainability issues;
Launching a groupwide news magazine to improve communication with staff, strategic suppliers and selected external
stakeholders; and

- Conducting a survey of the environmental practices of suppliers of fish and shellfish products.
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Overview

The Board and Executive Committee of Massmart are
totally supportive of BBBEE and believe it to be essential
to the transformation and normalisation of our society and
our company.

Although there are no laws or charters defining BBBEE for
retailers, the Massmart Board approved a policy, in early
2004, to focus on every aspect of BBBEE, and we have
estabiished programmes and objectives {o do this. Each
operating entity is required to maintain a BBBEE scorecard
and to report progress to the Massmart Board on a bi-
annual basis,

One of our BBBEE objectives was to enter into an
empowerment transaction with previously disadvantaged
people. In deciding on this, the Board feft that Massmart's
permanent employees were the people who most deserved to
be recognised for the part they ptayed in Massmart's progress.

After more than a year of preparation we were very pleased
to announce shareholder approval to enter into an
empowerment transaction with our staff, The transaction
was one of the largest and most important in the history of
Massmart. It involved placing 18 million Massmart shares,
with a value of RI00 million into an Employee
Empowerment Trust called Thuthukani.

The beneficiaries of the Thuthukani Trust will be all South
African-based permanent employees who are employed
by Massmart on 1 October 2006, 83% of whom are
previously disadvantaged.

These employees will have rights that are very simifar to
those of existing Massmart ordinary shareholders,
including the right to earn dividends, the right to vote at
shareholder meetings through trustees and the right to
retain or seli Massmart shares to create wealth after a
certain period.

Whilst the Thuthukani empowerment transaction was
undoubtedly the highlight of our BBBEE efforts we continue to
align our business to the elements described in the
Department of Trade and Industry’s BBBEE scorecard. Our
success in these endeavours is demonstrated by our rating in
the Financial Mail's 2006 Top Empowerment Companies
survey, as the fourth most empowered South African retailer.

2007 objectives

+ Engage an accredited BBBEE verification agency to
conduct a review of Massmart's BBBEE status once the
codes of good practice have been gazetted.

Conduct a comprehensive communication campaign to
ensure that Thuthukani beneficiaries have a complete
understanding of their rights as Massmart shareholders.
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+ Invest further capital in the Massmart Umsobomvu
Enterprise Development Fund or establish a further
Enterprise Development Fund that benefits black
entrepreneurs in the Massmart value chain.

* Engage with strategic suppliers to derive a better
understanding of their BBBEE status and intentions.
This will include exploring sound commercially based
opportunities to Incentivise suppliers to improve their
BBBEE status.

implement central buying system modifications to track
the BBBEE status of suppliers, once the codes of good
practice have been gazetted.

Continue efforts to formulate competitive supply
agreements with emerging black start-up suppliers.
Particular emphasis will be placed on the existing
relationship with the National Industrial Chamber (NIC).

« Host a workshop programme that aims at orientating

black start-up enterprises to key considerations for
entering into supply agreements with retailers.

Additional scorecard information

Thuthukani Empowerment Trust statistics

18 million “A” Preference Shares
9% of issued share capital

+  R900 million transaction value
14 400 staff beneficiaries

+ 83% of beneficiaries previously disadvantaged
40% of beneficiaries previously disadvantaged
women

- 6 BBBEE scorecard points

Supplier BBBEE score statistics

+ 6 204 suppliers surveyed

+ 1 213 (20%) responded

- 97 of our top 200 suppliers responded
843 (69%) suppliers scores were unknown
101 (8%) suppliers achieved scores lower than
30 points
198 (16%) suppliers achieved scores from 30 to
64 points
71 {5%) suppliers achieved scores from 65 to
100 points

Massmart BBBEE philosophy

Massmart believes that authentic commitment
to BBBEE is 2 moral imperative that is essential for
the normalisation of South African society.

+  Massmart believes that BBBEE is an essential
process for improving buying power amongst the
wider South African demographic.

Massmart believes that authentic commitment to
the BBBEE process is an important pre-condition
for building trust based relationships with our
customers and staff.
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Case study 1
Massmart assists black youth entrepreneurs

Massmart has entered into a partnership with the Umsobomvu Youth Fund to create an Enterprise Development venture that
benefits unemployed black youths. The venture, known as the Massmart Umsobomvu Youth Development Fund, was established
with an initial contribution of R1 million from Massmart and a matching contribution from Umsobomvu.

The money in the fund is used to establish unemployed youths in micro or entry-level fast food franchise businesses. One of the
funds first initiatives has been to help 11 youths purchase Hot Dog Café franchises, which operate outside Massmart stores. The
result is that Massmart benefits by providing convenient fast foods to our customers and the youth entrepreneurs are abte to make
an income by selling guality products in a shopper-filled environment.

Case study 2
Massmart assists rural women entrepreneurs

Massmart has entered into a partnership with Women’s Development Businesses (WDB) to help establish rural women In retail-
related enterprises.

The decision to partner with WDB in this initiative is based to our understanding that rural developrrent requires social
development and local knowledge that we do not possess.

in terms of the mechanics of the initiative Massmart has established an investment fund that is accessed at the discretion of
WDB to advance micro-loans to rural women entrepreneurs. The Group also funds the activities of two WDB field assistants who
provide monetary and coaching support to loan recipients.

Case study 3
Supporting black-owned and operated suppliers

Jumbo Cash and Carry has a focused approach to optimise procurement opportunities from black-owned and operated suppliers.
They currently have ongoing procurement relationships with 121 black-owned and operated edible and non-edible grocery
suppliers. Jumbo estimates that their total procurement spend with these suppliers was R233 million for the financial year
ended June 2006.

Case study 4
Massmart focuses on facilitating black start-up business access to our markets

Massmart appreciates that we can, through our buying behaviour, exert significant influence on the growth potential of black start-
up enterprises. We have, therefore, delegated responsibility for assisting start-up enterprises that have the potential to enter into
supply relationships with Group companies to Massmart Holdings-based merchandise specialists. Their key role is to advise and
prepare the start-up entrepreneurs for negotiations with buyers in our chains. This includes providing advice about product
specification, pricing, logistics and merchandising options.

In terms of identifying and sourcing potential suppliers we have and continue to explore partnerships with organisations such as
the National Industrial Council {NIC), National Federated African Federated Chamber of Commerce (NAFCOC) and Ithala
Development Finance Corporation Limited.

Whilst these partnerships have resulted in numerous meetings with potential suppliers we have yet to enter into a significant
supply contract with black start-up enterprises. The process has, however, been useful in terms of identifying impediments to this
type of intervention, such as ensuring product compliance with SABS requirements. We are currently investigating options to assist
suppliers to overcome these obstacles.
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Background

Massmart’s BEE Transaction has a value of approximately
R1 billion based on the reference price of R49.98.

The Massmart Board believes that this BEE Transaction is
both a moral imperative and entirely appropriate at this time
in the history of the Company and country. The Transaction
better aligns the Massmart Group with: our staff, whose
efforts have been the origin of the value created over the past
18 years; our customers, whose continued patronage is
highly valued; and with broader society whose respect we
strive to earn.

Overview of the Transaction

The BEE Transaction includes the setting up of two trusts: the
Thuthukani Empowerment Trust and The Black Management
Trust.

The Thuthukani Empowerment Trust has the following
characteristics:

it has been created for the benefit of all of the Massmart
Group’s permanent employees in South Africa who were
employed on 1 October 2008, regardless of race and
gender and who are not beneficiaries of Massmart’s
existing share ownership scheme;

+ approximately 14 500 employees who do not currently
participate in any of Massmart’s existing share schemes
(83% of whom are previously disadvantaged individuals)
are beneficiaries of the trust;
the beneficiaries have vested rights that are similar to
those of existing Massmart shareholders, including:

— the right to dividends;
- the right to vote at shareholder meetings through
elected trustees; and
- the right to acquire, after a certain pericd, ordinary
shares, and thereafter to retain or sell them: and
these vested rights represent 9% of the issued shares of
Massmart (before the BEE Transaction).
has the

The Black Management Trust

characteristics:

following

IaCK Economic eEmpowerment £quity iransaction

it has been created for the benefit of the Massmart
Group's current and future previcusly disadvantaged
management in South Africa. Although approximately 30
of the Massmart Group's previcusly disadvantaged
management benefit, the trust is primarily applied to
attracting and retaining previously disadvantaged
managers in the future;
+ the beneficiaries have vested rights including:
- the right to vote at shareholder meetings through
elected trustees; and
- the right to acquire, after a certain period, ordinary
shares, and thereafter to retain or sell them;
+ these vested rights represent 1% of the issued share of
Massmart (before this BEE Transaction).

Mechanics of the BEE Transaction
The BEE Transaction has different mechanics for the two
trusts and these are explained separately below.

At a high level, the Thuthukani Empowerment Trust operates
as follows:

Massmart issued “A” Preference Shares to the
Thuthukani Empowerment Trust;

the number of “A” Preference Shares allocated to
beneficiaries of the Thuthukani Empowerment Trust was
based on length of service with the Group;

to become beneficiaries, employees had to be employed
at 1 October 2006;

+ at the end of years four, five and six (being 1 October
2010, 2011 and 2012, respectively) 33.3% of the
“A" Preference Shares will become available to the
beneficiaries;
the beneficiaries may then elect to receive the benefits
flowing from these newly available “A” Preference Shares.
if the beneficiary makes no election, the "A” Preference
Shares will be held until the scheme comes to an end (at
the end of six years), when an automatic election will be
deemed to occur;
when the empioyee elects to receive his benefit, then he
will receive ordinary shares with a value equal to the
difference between the price of an ordinary share at the
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time of his election and the reference price (being
R49.98) multiplied by the size of his allocation;

- the “A” Preference Shares will get 25% of the dividend on
ordinary shares for the first year, 50% of the ordinary
share dividend for the second year, 75% of the ordinary
share dividend for the third year and 100% of the dividend
for the fourth year and thereafter. This amount will be paid
in cash into the beneficiaries’ bank accounts within a few
weeks after the declaration of Massmart's ordinary
dividend; and
this trust is once-off and will be wound up in or about
2013. Any undistributed “A” Preference Shares will then
be distributed to beneficiaries, while any forfeited or
unallocated “A” Preference Shares will be redeemed.

At a high level, the Black Management Trust operates as
follows:

the number of “B” Preference Shares allocated to
beneficiaries of the Black Management Trust was decided
upon by the Remuneration Committee;

this is not a once-off transaction and it is envisaged that
“B" Preference Shares will remain available for allocation
to current and future beneficiaries, based upon a formula
applied by the Remuneration Committee;

at the end of years two, three, four and five from the date
of allocation, 25% of the “B" Preference Shares will
become available to the beneficiaries;

the beneficiaries may then elect to receive the benefits
flowing from these newly available “B” Preference Shares.
If the beneficiary makes no election, the “B” Preference
Shares will be held until the end of six years from the date
of allocation, when an automatic election will be deemed
to occur;

+  when the employee elects to receive his benefit, then
he will receive ordinary shares with a value equal to the
difference between the price of an ordinary share at
the time of his election and the reference price (which will
vary from issue to issue but which was R49.98 for the
initial allocation); and
the “B" Preference Shares in this trust do not get any
dividends from the Company.

How much did the BEE Transaction cost?
Massmart's advisers and accountants have run detailed
valuation models and determined that the true cost of the
BEE Transaction is R235 million. This estimate is based on
the hest information available at the last practicable date.
This amount will be spread over the six years the BEE
Transaction will be in operation. See Letter from Chief
Financial Officer on page 25.

Who appoints the trustees?
The beneficiaries in each trust are entitied to elect their own
Trustees.

The Thuthukani Empowerment Trust has nine trustees, of
which four are elected by the beneficiaries, four are appointed
by Massmart and one person is an independent previously
disadvantaged professional who may be elected by the
trustees to act as chairman of the trust. The majority of the
trustees shall be previously disadvantaged individuals.
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Massmart Sustainability Report 2006

Overview

Throughout ali Massmart divisions we strive to provide
stimulating and entrepreneurial places of work in which
initiative, flair and a strong work ethic are well rewarded.
This is consistent with our belief that optimal financial
performance is preceded by superior human performance.

Massmart employs 23 841 full-time and flexi-time
employees at a total employment cost of R1 847 million for
the year ended June 2006. We offer competitive
remuneration and benefits packages that are
complemented by an extensive set of incentive systems
and performance review mechanisms. Incentive payments
for the financial year ended June 2006 comprised 15% of
basic permanent and contract employee remuneration.

Management and permanent staff enjoy the benefits of
Massmart share ownership through the Massmart
Executive Share Incentive Scheme, the Thuthukani
Empowerment Trust and the Massmart Black Management
Share Trust. In excess of 39 million equity instruments of
various types, such as shares and options, are made
available to staff through these mechanisms.

The workforce resourcing practices of all Massmart
divisions are guided by clearly defined employment equity
policy and targets. African, Coloured and Indian (ACI)
people currently occupy 39% of middle management, 27%
of senior management and 11% of top management
positions in the Group. We continue to invest in initiatives
to improve diversity at all levels in the business, the most
recent of which involved the development of a2 Massmart
graduate development programme for high potential equity
candidates.

The Group invested 1% of payroll in staff training during the
past financial year. A key feature of our development
activity during the year was the launch of a focused

Additional scorecard information

programme to enhance the knowledge and skills of the top
executives in our chains. We invested approximately
R2 million in this programme, which benefited 20 top
executives during the year ended June 2006.

Massmart is committed to investing in the health, safety and
welfare of our staff, in which context we understand that we
will sometimes have to go further than our peers in developed
countries. Key staff health and welfare initiatives include
the operation of a 24-hour, seven days a week heaith and
wellness helpline and the implementation of a comprehensive
HIV/Aids programme that includes the provision of free anti-
retrovirals to our permanent staff and their spouses. The
number of reportable injuries sustained as at June 2006 was
703 compared to 582 as at 30 June 2005.

We recognise our employees’ rights to associate freely and
to bargain collectively as determined by the South African
constitution, labour law and the International lLabour
Organisation. However, we believe strongly that such
association and collective bargaining should not conflict
with and cannot be allowed te dilute, the Company's right
to communicate directly with our employees at all times.
Qver 42% of our staff are represented by bona fide
employee representative bodies.

2007 objectives

+ Launch a centralised programme to accelerate the
development of scarce buying, planning, store
management and business analysis skills.

Launch a new graduate development programme aimed
at attracting high-potential equity candidates into the
Group.

Conduct indepth research to understand and respond to
areas for improving staff levels of satisfaction.

Group remuneration profile

2006 2005

Total employment costs R2 079 million R1 657 million*
% shares owned by management 10.57% 11%
% shares owned by all permanent staff via the Thuthukani Trust (held in “A”

Preference Shares effective October 2006) 9% ~-
% shares owned by employees who qualify for the

Massmart Black Management Trust (held in “B" Preference Shares

effective October 2006) 1% -
Minimum monthly national Group wage R1 789 R1 100
Minimum maonthly national legislated wage R1 197 R1 017
Average Group wage settiement % (across the board or % increases) 6.0% — 7.9% 6.0% — 9.5%

* Has been restated for IFRS and other adjustments
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African, Coloured and Indian (ACI) diversity profile

2006 2005
Actual Actual
Occupational levels Guidelines % %
% top management Massmart Executive Committee and
Chain Directors 13.6%! 21%
% senior management Senior management, heads of major
functions, programming decisions;
Chain Executive Committee members
who are not directors 26.5%"! 28%
% professionally qualified, Professionally qualified and experienced
qualified specialists; middie management; interpretive
mid-management decisions; Paterson Grade D 39.3% 43%
% technically skitted Junior management; routine or process
and qualified decisions; Paterson Grade C 83.4% 83%
(ie supervisors or foreman)
% semi-skilled and discretionary Non-management; discretionary,
decision-making operative, sub-system or automatic 20.1% 88%
decisions; Paterson Grade B
% unskilled and defined Non-management; defined decisions;
decision-making Paterson Grade A 97.5% 98%
Total permanent 83.4%° 83%
Training and development profile
Training investment R16.6 millicn R16.5 million
(1% of payroll) (1% of payroll)
Monies recovered from the W&R SETA R8.3 million R5.3 million
Number of people trained 14 g60° 22 664
% ACi candidates attending formal
training courses 79.7% 86.2%
Number of learnerships 182 312

Employee benefits profile

All employees have access to competitive benefits schemes that are presided over by well qualified trustees. The Massmart

Group retirement funds currently have total investments approximating R1 billion.

Annual Rand contribution to Group
pension and medical schemes
Number of permanent employees
Number of employees on

medical schemes
Number of employees on
retirement plans

R135 million
15 920

3 605 (22.6%)

14 928 (93.8%)?

R109 million
15 297

3 916 (25.6%)

14 776 (96.6%)

Fel ol

The decline from FY2005 to FY2006 is due to revised Occupational Level guidelings, which have resulted in the redefinition of our top management category in line

with the codes of good practice on BBBEE.

Represents mambers of bath Massmart retirement funds and SACCAWU retirement fund,

This excludes Servistar,

The decline from FY2005 is due to the decision to report on a per individual rather than a per course basis.
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. Human Capital continued_

Massmart Sustainability Report 2006

Case study 1
Nurturing emerging talent

With the objective of exposing high-potential managers to senior executive insights and advanced retail thinking, Massmart
launched the Emerging Talent Development Programme (ETDP) in February 2006. The programme is structured utilising
interactive workshops that are facilitated by Massmart Holdings executives and external specialists who are regarded as
authorities in their respective fieids.

These workshops cover a wide array of retail and business focused subjects that include strategy, finance, sustainability, and
merchandising. Furthermore, the programme is designed to allow participants to gain insights into their personal ieadership
and management capabilities through psychometric evaluations and one-on-one career discussions.

The goal of the programme is 10 enable ETDP participants to recognise opportunities for career growth across the Massmart
Group.

Case study 2
Muintaining the succession pipeline

As part of our succession planning focus Massmart recently launched two new programmes, the Leadership Development
Programme {LDP) and the Executive Development Programme. These aim to develop the analytical and strategic ieadership abilities
of senior executives who have been earmarked as potential successors to members of Massmart’s top management team,

The programmes are presented in partnership with a number of South African and international business schools, including
the Gordon Institute of Business Science {GIBS); University of Cape Town, Graduate School of Business (GSB) and INSEAD.
The programme utilises sophisticated personal feedback techniques that enable participants to accurately assess and
prioritise their development needs.

A key objective of the programmes is to expose participants to global leaders in retail and the management sciences. A recent
10-day field trip by 20 executives to the University of Arkansas, Sam M. Walton College of Business, Centre for Retail
Excellence, which incorporated regular contact with top management at Walmart is a good example of the type of development
interventions utilised on these programmes

Case study 3
Managing executive careers

A key intervention that drives the development and succession planning of Massmart's future executive talent is “the fireside
chat™. Designed as a personal ¢areer and development discussion, this is a unique format in which every aspect of a senior
manager’s life at Massmart is reviewed.

Importantly, we emphasise that this is not a performance management discussion but a “chat™ about those factors important
to the individual that will ensure his/her longterm commitment to the Group. “Fireside chats” are held with in excess of
180 individuals across the Group.

86

massmart annual report




Case study 4
Attracting high-potential equity graduates

Realising the importance of personal perceptions in attracting the best graduate talent to the organisation, Massmart engaged
Magnet Communications to survey student perceptions of the retail industry as a whole and the Massmart Group specifically.

Conducted amongst 9 611 commerce, engineering, science and law students on 19 campuses, the survey provided useful
information about the issues that need to be considered in developing an effective graduate recruitment pragramme. Important
findings included low top-of-mind awareness of the Massmart Group as a prospective employer amongst graduates in retation to
other top multinational companies, and low appeal of the retail industry relative to other industries such as financial services.

The survey also provided valuable insight into options for talloring graduate recruitment communications to aitract talented young
people to the Group. Massmart intends recruiting 22 graduates during the current financial year 2006/7.

Case study 5
IMPILO staff wellness programme

in November 2005, Massmart launched the Impllo Wellness and HIV/Aids Management Programme, fully funded by the Company
and available to all permanent employees.

IMPILO is managed independently by external service providers and offers a voluntary and confidential professional counselling
service through a dedicated helpline. This includes providing access to general health information, on-site or off-site HIV testing,
and free comprehensive HIV/Aids medication for employees and their spouses.

The following is the view of a staff member who has participated in the programme: “It's great that the programme is external
because the one key thing that prevents people fram getting help is the fear that the confidentiality of their case will not be protected.”

Case study 6
Responding to HIV/Aids in the workplace

in February 2006, HIV/Aids Voluntary Counselling and Testing (VCT) sessions were rolled out across the Group. This inciuded Aids
awareness information sessions explaining the process; pre-HIV status test counselling; a voluntary HIV test; post-HIV test
counseiling; and the opportunity for HIV positive employees and their spouses to register on the management programme.

Those registered on the Expert Treatment Programme (ETP) receive either Highly Active Anti-Retroviral Therapy {HAART) or pre-
HAART depending on their condition. The goal with pre-HAART patients is to maintain their health, which involves a comprehensive
programme of education, vaccinations and vitamin and mineral supplements if required. Employees on HAART are monitored and
treated for Aids defining illnesses and opportunistic infections.

Case study 7
Understanding employee perceptions

Massmart recognises the need to survey and understand employee perceptions of our otganisation, We have, to this end,
participated regularly in the Deloitte “Best Companies to Work For™ process.

The decision was taken mare recently to derive a fresh perspective of the perceptions of our employees. We have therefore engaged
the Hay Group to administer their Organisation Climate, Inventory of Leadership styles and Engaged Performance survey instruments
across the Group. We anticipate that the findings generated during this process will be presented during October 2006.

87

massmart annual report




vevelopment

Awarded to Jane Bruyns
in recognition of her rapid
establishment of the
fundamental Massmart
Human Capital principles
and values in the Jumbo
¢hain,

Awarded to Robble
Barreli in recognition of
the hreadth and impact
of his leadership on the
store operations and
store development of
Massdiscounters.

Awarded to The Human Capital Forum in recognition of their efforts in
conceptualising, championing and implementing Impilo and the Massmart
Antiretroviral Programme.
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Transformation

Awarded to Norman
Gray in recognition of
the creation of an
Internal Audit function
comprising a greater
proportion of previously
disadvantaged South
Africans than any other
Massmart division or
function.

General Excellence

Awarded to Carol Rimer
in recognition of her
tenacity, dedication and
success in the
management of supplier
relations and the
Massmart Rebates
department.

Creating Shareholder Value

Awarded to Makro in recognition of a 58% growth in Economic Value
Added amounting to R225 miliion in the year to June 20086.
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‘Citation award:

RVEICIdl BAVCHGIIWS

Awarded to Brenda Shelly in
recognition of her leadership of
Massmart's implementation of
International Financial Reporting
Standards, and the creation of the
Group's 2005 Annua! Report.

AT O] AL T

Awarded to Gwen Beck in
recognition of her selfless
dedication to the
administration and
charitable work of the
Massmart Education
Trust.

Tl NP P | A AR W e R R

Awarded to Clifford
Kahanovitz in recognition
of his merchandise and
marketing expertise, which
is totally transforming the
paint category of Builders
Warehouse.

Awarded to Brian Leronl in
recognition of his success in
substantially elevating the
quality cf Massmart's
performance in all areas

of sustainability, Black
Econom ¢ Empowerment and
Corporate Social Investment.

Massmart

Since 1991, Massmart has recognised internal excellence with an annual presentation of awa}ﬂ:ls.

This year, awards were presented for the following categories: general excellence, the creatij[n of
Channel value, human potential development, leadership, transformation and the cre

of shareholder vatue. The following were the 2006 award winners:

General Excellence

Awarded to Mike Marshall and
Brad Evelyn in recognition of
their tireless efforts, under the
most testing circumstances, in
leading the design and

implementation of the new Shield
debtors system and the capturing

of all historic data.

General Excellence

Awarded to Sldney Newman
and Jacques Perle in
recognition of their leadership
of the Builders Warehouse
sales team, which dramatically
increased the quantum and
profitability of the external
sales to contractors.
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General Excellence
Awarded to Chris Lourens
and Fred Cresswell in
recognition of the rapid and

successful refurbishment of

the flagship Jumbo Crown

Mines store, while satisfying

the demands of continuous
trading.
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General Excellence

Awarded to Avl Mizrachi
in recognition of
exceptional trading and
marketing performance
in the turnaround of the
profit performance of
the Phillipi CBW branch,
during the 2006
financial year.




— Customers

Massmart Sustainability Report 2006

Overview

For all our chains, satisfying, retaining and growing our
customer base is the key to sustainable business. Our
profitability depends on our brand equity and reputation in
the eyes of an extremely broad base of customers that
extends from Living Standard Measure (LSM) 5 through to
LSM 10.

We make every reasonable effort to provide excellent
customer service, to safeguard customers and their
possessions at our operations and to remedy
shortcomings if ever our products and services fail to meet
the standards that we and our suppliers represent.

Whilst our suppliers are uitimately accountable for ensuring
the quality and safety of the merchandise they supply to us
— particularly in the case of branded goods - we recognise
that we, too, have a duty to safeguard our customers, and
that our reputation depends on the safety and quality of the
goods we seil.

We therefore require that our buyers include in their
procurement decisions, issues such as quality, safety,
legality, industry standards, honest feature and benefit
communication, and ethical manufacture. We ensure that
our products comply with legislated labelling standards
such as directions, registration numbers (where
applicable), SABS certifications, weights and measures.

We are also keenly aware that customer attitudes toward
environmental, health and related social issues are playing
an increasingly important role in their buying behaviour. We
are, as a consequence, placing additional emphasis on
understanding and responding constructively to these
issues.,

2007 objectives

Research the influence that socially responsible retail
practice exerts on the buying behaviour of South African
CONSumers.

- Continue to search for and procure low cost and high
quality merchandise to reduce our customers' cost of
living.

- Invest in retail technologies and practices to educate
and inform shoppers about merchandise and solutions
that improve their lives.
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Additional scorecard information

Massmart retall shopper perceptions

The information described below was derived through
intercept interviews with 4 000 Massmart shoppers
nationally.

A significant majority of Massmart shoppers
express high levels of satisfaction with the overall
shopping experience.

A significant majority of Massmart shoppers
express high levels of satisfaction with the product
range in Massimart stores.

The average shopper frequency at Massmart
stores is two to three times per month.

Seven in 10 shoppers make impulse purchases at
Massmart stores.

Proposed legislative measures to protect consumers

The retail industry is currently confronted by two pieces
of legislation that have important implications for the
way that we transact with our customers.

These are the Consumer Protection Bill and the
National Credit Act. We have taken careful note of
these, and are in agreement with the need for
legislation that offers consumers protection from
unscrupulous traders and unfair credit practices.

Because Massmart is primarily a cash business, the
impact of the National Credit Act is limited to a relatively
small part of the business. We are comfortable with the
provisions of this Act.

Although very supportive, we are less comfortable with
certain provisions of the Consumer Protection Bill,
which is likely to introduce significant administration
costs for retailers.

We have made formal submissions to, and will
continue to liaise constructively with the Department of
Trade and Industry in respect of this legislation.
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Case study 1
Mentoring and growing small wholesale customers

Makro, CBW Wholesalers and Shield have a long history of helping their small wholesale customers build their businesses utilising
the banner group concept. This involves the Massmart wholesaler investing in, and developing retail brand identities and making
these available to carefully selected small traders. A key advantage to the small trader is that the banner group brand enjoys high
levels of customer awareness and confidence which contributes to significant increases in their turnover. This is achieved by
offering the banner group members ongoing and regular coaching, procurement and marketing support.

Coaching support includes providing the small trader with legal, financial and merchandising advice. In the case of marketing the
Massmart chains plan and execute targeted marketing campaigns in close collaboration with banner group members, typically on
the basis of merchandise that is supplied to the trader at highly competitive preferential prices.

Case study 2
Championing the cause of independent wholesalers

Shield was founded in 1973 by Ahmed Goondiwala, Syd McGlashen and Theo Muller with the aim of assisting independent
wholesale outlets to compete effectively against recognised wholesale chains. This is achieved through a model that involves
Shield operating as an outsourced buying department that consolidates the buying power of independent who esalers and retailers
in order to secure highly competitive prices that are of direct benefit to both its members and the end consumer.

This is a fine example of Enterprise Development, long before it had been contemplated as an option for stimulating transformation
in the South African economy. Today Shield has over 500 active trading members, of which over half are from previously
disadvantaged communities. Mr Baboo Abdulla, who is the owner of a highly competitive and successful retail chain which
comprises 39 stores nationwide, provides a good example of the scale that can be achieved by independent traders that are in
partnership with Shield.

Case study 3
Customer guarantees support peace of mind shopping

Game recognises that the purchasing decision is often a stressful process. Game therefore aspires to offer its customers
complete peace of mind whenever the customer purchases a product in a Game store. This philosophy is based on Game's
understanding that stress is induced by three types of customer uncertainty; What if | can get the product cheaper eisewhere?
What if the product doesn’t work properly? What if | change my mind?

To help their customers overcome this uncertainty Game makes three promises to their customers:

Service guarantee: “it's not working? - We guarantee complete after-sales service satisfaction.”
Price guarantee: “Found it cheaper? — Tell us and we will beat that price.”
Satisfaction guarantee: “Changed your mind? — We will exchange your purchase or refund you.”
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Overview

Massmart procured close to R26 billion worth of
merchandise for resale from suppliers during the past year.
In this context, we apply every effort to first procure
merchandise from South African manufacturers in so far
as they satisfy our customer expectations of style, quality
and price.

Within the structure of the Group, the responsibility and
authority for all procurement decisions resides with the
divisions or chains, within approved budgets and
strategies. However, most trading contracts are negotiated
and administered at a group level.

Massmart’s procurement function is one of the key drivers
of our sustainability and profitability as a business.
Massmart therefore relies on highly competent buyers
who collaborate closely with our suppliers with the
objective of entering into sound and mutually beneficial
commercial relationships.

While there will always be commercial tension in these
relationships, we recognise that our local and international
suppliers are partners in our drive to offer customers safe,
high quality and competitively priced merchandise. Our
trading relationships with suppliers are codified in the
Massmart Trading Agreement that requires each supplier to
warrant that they comply with prescribed legislative,
product safety and quality, ethical trading and human
rights standards.

We also track the manufacturing practices of selected
suppliers through environmental surveys and good
manufacturing practices audits.

Our supplier relationship building practices are extensive
and include conducting Supplier Perceptions surveys,
providing confidential access to the Massmart Ethics Line
and inviting suppliers to participate in our group-wide
merchandise forums,

92

2007 objectives

Improve the sharing of sales and forecast information
and the integration of electronic transactions with
suppliers.

+ Increase the intensity and frequency of high level group
interactions with strategic suppliers through the
Group’s trading forums.,

+ Extend the coverage of Massmart’s
perceptions survey.

supplier

Additional scorecard information

Group merchandise

procurement profile

Strategic Estimated
suppiler Number of procurement
category suppliers spend
FY 2006

Category 1 123 R12.4 bitlion
Category 2 188 R4.4 biltion
Category 3 4 361 R7.9 billion
Direct imports 402 R1.1 billion
Grand total 5074 R25.8 billion
FY 2005

Category 1 115 R10.8 billion
Category 2 176 R3.4 billion
Category 3 3 903 R6.9 billion
Direct imports 341 R1.3 billion
Grand total 4 535 R22.4 blllion
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Case study 1
Supplier trading warranties

The Massmart Trading Agreement requires suppliers to warrant that:

they comply with VAT registration and other legislative and administrative requirements;
they observe applicable laws related to the manufacture and distribution of their goods;
they ensure that the goods they supply bear authentic country of origin markings;
their products are not manufactured using chitd labour or other exploitative labour practices that are considered an abuse of
basic human rights in South Africa;

- their foodstuffs, cosmetics or disinfectants (where applicable) are not “prohibited goods™ in terms of the Foodstuffs, Cosmetics
and Disinfectants Act, 1972; and

- their electronic goods {where applicable) comply with the latest SABS requirements and standards.

The Massmart Trading Agreement also commits suppliers to provide independent verification of their Broad-based Black Economic
Empowerment {BBBEE) status,

Case study 2
Product safety update

Private label food safety

Food Consulting Services (FCS), an internationally accredited food safety and quality consulting laboratory, continues to ensure the
safety and quality of Massmart's private fabel and confined label food products. In the 2006 year FCS conducted over 2 500
product tests on Massmart’s private and confined label products. They also performed 17 Good Manufacturing Practices (GMP}
audits of supplier manufacturing processes, on behatf of Massmart.

Lead-free painted toys

The Department of Health discovered that certain painted toys sold in some retait chains had high lead toxicity tevels. No toy
products sold by Massmart’s chains were impacted. However, in the interests of ongoing product safety, all toy suppliers were
required to provide the Group with written assurance that their products were in full compliance with all relevant health and safety
legislation.

Energade

Bromor Foods removed a batch of their Energade drink from retailers’ shelves during March, 2006. This occurred after a pregnant
woman drank a contaminated energy drink bought in a Johannesburg supermarket. Massmart’s chains responded rapidly to the
incident, removing all potentially affected Energade drinks from sale. A subseguent assessment, conducted by Bromor Foods,
found no evidence of contamination of Energade’s product in Massmart’s stores.

Avian Flu

The Department of Health and the Department of Agriculture have announced that South Africa is free of the H5N1 “bird flu virus™.
Furthermore bi-annual studies of domestic and commercial chickens and ostriches are conducted to facilizate detection of the
disease in the local poultry industry. In February 2006, the World Health Organisation (WHO) confirmed thet humans are not at
risk of acquiring HSN1 through poultry products that are safely handled and properly cooked.

Motwithstanding these facts, Massmart continues to collaborate with the Consumer Goods Council of Soutt Africa’s Food Safety
Initiative and the major chicken suppliers in order to track the spread of the disease and to prepare contingercy plans in the event
of an outbreak in South Africa.
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Overview

Massmart's overarching CSI cbjective is to contribute to
the country’s social development agenda and to nurture a
reputation amongst stakeholders as a responsible
organisation that is playing a meaningful role in assisting
previously disadvantaged South Africans.

As a basic minimum, trading entities are required to spend
1% of aftertax profits on educationally focused CSi
initiatives that benefit the poorest of the poor. In the year
ended June 2006 the Group exceeded this guideline
investing 1.6% of pat in CSI activities,

Specific CSi initiatives are selected by the trading entities
in accordance with CSi Best Practices defined by Massmart
Holdings.

The CSI educational initiatives supported during the
financial year ended June 2006 were varied and included
providing disadvantaged learners with school uniforms and
stationery, participating in schoo! refurbishment activities,
grantmaking to educationally focused non-profit
organisations and launching an Excellence in Education
Awards programme in collaboration with the Gauteng
Department of Education.

In addition to the Group's education focus Massmart
Holdings also provides financial assistance to causes that
are able to add direct value to our operational activities. In
most instances this financial assistance is reciprocated by
the exchange of information or services that are of direct
benefit 1o the Group.

During the year ended June 2006 this involved making
financial contributions to The Free Market Foundation,
Business Against Crime and the WWF. Massmart does not
make contributions to political parties and/or causes.

2007 objectives

Facilitate the practical implementation of Massmart's
staff volunteerism policy in the operating divisions.

+ Commission an independent review of the
effectiveness of the Group’s CS!| focus, placing
particular attention on the value of the educational
initiatives that are being supported.
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Additional scorecard information

Key beneficiaries of educational support for the year
ended June 2006

Rally 16 Read Tools to Teach
Ebokodweni School

Joshua Youth Development Programme
Sports Trust

Tomorrow Trust

Vula College

Buffelshoek Schools Trust
Starfish Foundation

Kgosi Neighbourhood Foundation
Ekuthuleni Day Centre

JFPM Entrepreneurs Development Project
Twilight Children's Shelter
Diepsloot Combined School
Alexandra High School

Eqinisweni High School

ivory Park Secondary School
Kliptown Secondary School
Kwabbhekitanga High School
Lethulwazi Comprehensive School
Prudens Secondary School
Realogile High School

Tembisa Secondary School
Thetha Secondary Schoot
Thuto-Lesedi Secondary School
Umghele High School

Key beneficiaries of non-education related support for
the year ended June 2006

Business Against Crime

Free Market Foundation

WWF

The above listed causes represent a sample of
the type of organisations that received CSI support
from the Massmart Group during the period ending
June 2006,

The smallest contribution, in respect of the
organisations listed of R15 000, was made to WWF
whilst the remainder of the organisations received
contributions of R20 000 or more. The biggest
contribution of R477 000 was made to Rally to Read.
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Case study 1
Makro’s partnership with the Gauteng Department of Education

From Massmart CS| Best Practice “A key emphasis is on ensuring that CS! initiatives align intelligently to Government policy.”

Recognising the value to be derived from partnering closely with the public sector, Makro designed and launched its Excellence in
Education Award programme in close collaboration with the Gauteng Department of Education's (GDE) Policy Planning Unit. The
programme involves awarding Makro stationery and sports equipment vouchers, with a face value of R20 000.00, to schools that
have achieved excellence in difficult circumstances.

The GDE plays a pivotal role in the programme by defining the criteria for judging schools, selecting qualifying schools and also by
ensuring that the vouchers are used to achieve optimal impact in the winning schools. Coinciding with National Youth Day
celebrations, the programme recognised the achievements of 12 schools, each of which received a R20 000.00 Excellence in
Education Voucher. A typical recipient of the award was the Eginisweni Secondary School which improved its grade 12 pass rate
from 56% in 1999 to 100% in 2005.

Case study 2
Staff volunteerism at Massdiscounters

From Massmart CSI| Best Practice “The organisation focuses on facilitating the creation of a powerful culture of volunteerism amongst
employees.”

Recognising the positive contribution that employees can make in their own communities, Massdiscounters has ensured that
employee volunteerism occupies a central role in their approach to CSI. Their S.M.I.L.E. programme, which is an acronym for
“serving mankind inspires love everywhere”, has been designed to encourage and recognise employee volunteerism in the
community. The programme enables emplayees to apply, individually or as a team, for one of ten monthly product-based grants in
support of a voluntary community intervention identified by themselves.

Grants, which are valued at RS 000.00 each, comprise products that have been requested by the employee volunteer. Successful
applicants also receive one day's additional leave to work in the community on their CS{ project. An annual $.M.I.L.E. Champion
Award is presented to the individual or team that performs best on the programme. To date 38 employees have participated in the
programme. Projects have ranged from community feeding schemes, old age homes, hospice, ¢créches, community employment,
homes for the disabled and HIV/Aids education, to teaching sport to disadvantaged children.

Case study 3
Builders Warebouse partnership with “Men on the Side of the Road”

From Massmart CSI Best Practice “The organisation views CS! activities as offering opportunities to complement its core business
activities; a conscious attempt is made to establish synergies between CSl initiatives and business priorities.”

Recognising the opportunity to build relationships with its customers by providing improved in-store service and by facilitating
access to trained handymen, Builders Warehouse funds a skills development initiative that involves Men on the Side of the Road
and three technical training colleges. The intervention provides Builders Warehouse with the option of supplying its contractor
customer base with skilled workmen, or of employing the workmen as skilled and experienced customer advisors.

“Men on the Side of the Road” is an initiative that works to improve the job accessibility and quality of life of roadside work
seekers. Builders Warehouse has entered into a partnership with this organisation in terms of which they source suitable
candidates to attend Builders Warehouse funded training programmes at technical training colleges in Alexancdra, Atteridgeville and
Soweto. A total of 24 men and women have benefited from this CSI intervention since its launch in September 2005.
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Overview

Massmart recognises that sound environmental management
is an essential element of good sustainability practice. We
are committed to ensuring that our operations comply in all
respects with the provisions of national, provincial and local
environmental legistation and regulations.

Responsibility for tracking environmental compliance fies
primarily with risk managers in each of Massmart's
operating divisions. Their responsibilities include
tracking compliance with environmental practices such as
the transportation and handling of dangerous chemicals,
disposal of waste water and hazardous waste and store
recycling performance.

The risk managers activities are supplemented by those of
store planning professionals who focus on issues such as the
energy efficiency of stores, specification of environmentally
friendly refrigeration units and air conditioning plants and
ensuring that proper Environmental Impact Assessments are
undertaken for store development projects.

We are also mindful that we play a pivotal role in the supply
chain, the environmental impacts of which extend beyond
our operations. Historically, we have relied on the
conditions in the Massmart Trading Terms Agreement to
commit suppliers to good environmental practice.

Recently, however, the decision was taken to verify the
extent of supplier environmental commitment by
conducting focused surveys of our suppliers environmental
practices. The first of these examined the environmental
practices of our seafood suppliers.

Finally, we have noted global retail environmental trends
that include placing increased emphasis on practices such
as building eco-efficient stores, improving product {abelling
standards and reducing packaging waste in the supply
chain. We have concluded that we need to improve our
understanding of these trends and have initiated a process
{o do this,

2007 objectives

Appoint an environmental consultant with retail
expertise as an environmental advisor to Massmart.

Conduct a critical review of the scope of Massmart's
current environmental agenda and commitment.

+ Extend the scope of the supplier environmental review
process to include our top 40 food suppliers.

Continue the roliout of identified energy saving
initiatives and recycling opportunities.
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Additional scorecard information

Proposed supplier environmental survey

Given the decision to extend the scope of our review of
supplier environmental practices the following are key
environmental focus areas that we propose examining.
We are open to modifying or adding to these guestions
based upon the feedback of readers of this report, who
can send their input to sustainability@massmart.co.za.

Does your company have a board-approved
environmental management policy?

* What are the key environmental concerns facing
your industry?

- How has your company responded to these
concerns?

What environmental KPls does your company
monitor?

Does your company have formalised environmentat
management systems based on 15014001, or
similar standards?

Is your company fully compliant with Safety, Health
and Environmental (SHE) legislation and permit
requirements?

Has your company had any material incidents, fines
or other sanctions relating to non-compliance to
environmental laws, regulations and permits during
the past 12 months?

- Does your company have programmes in place to
improve environmental disclosure on product
labelling?

Does your company have programmes in place to
reduce/eliminate end-product packaging waste?

Does your company have programmes in place to
reduce water consumption in the production
process?

Is hazardous waste disposed of by registered
waste contractors, at licensed hazardous waste
sites?

Has your company received any awards or
independent recognition for its environmental
practices?

+ What opportunities exist for your company to
partner with Massmart on envircnmental
initiatives?
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Case study 1
Identifying the environmental impacts of the products that we sell

Massmart's commitment to environmental sustainability includes encouraging our suppliers to be sensitive to the impact that their
activities have on the natural environment. Given the stress placed on the marine environment, this is particularly important in the
case of our seafood suppliers.

Massmart therefore conducted a survey of the fishing and aquaculture practices of our fish and shelifish suppliers. The results of
the survey were generally positive, with the following selected highlights: Massmart chains do not stock any fish listed on the
WWF's “No Sale Species” list. We only stock dolphin-friendly tuna - primarily skipjack tuna, and &) Limited and Oceana Brands
were the two suppliers that stood out in terms of the comprehensiveness of the information they supplied.

Case study 2
Responding to the energy crisis in the Western Cape

As part of its efforts to overcome capacity constraints in the Western Cape, Eskom has developed an ncentive scheme to
encourage its customers to utilise their back-up generators. The objective of this initiative is to assist in reducing the amount of
power drawn from the national grid during peak demand periods.

The Makro stores in Ottery and Milnerton are participants in this scheme. They are required to generate four mandatory hours of
electricity per day and are paid R1 600 for each megawatt hour of electricity that is generated.

Case study 3
Improving our environmental understanding of the products that we sell

If Massmart is to encourage suppliers to be sensitive to the environmental impacts of their operations then we realise that we
need to develop an improved understanding of environmental issues relevant to their operations. We have therefore started the
process of educating ourselves about the environmental issues faced by our suppliers. The following is an abbreviated extract of
a report prepared for Massmart by a marine scientist:

South African pelagic species (ie midwater species) occur inshare, primarily along the Western Cape’s west and south coasts
{anchovy and pilchard) and the Eastern Cape coast (pilchard). Pilchard and anchovy occupy similar ecological niches and tend to
be in dynamic equilibrium. The past few years have seen record catches, far exceeding those estimated by population estimate
models.

There seems to be consensus amongst modellers, academics and fisheries management consuitants that the South African
pelagic fishery is well managed and stable. Shortterm declines in yield, as experienced by Oceana in the year ended September
2005, are considered to be seasonal fluctuations in population size and distribution.
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GRI
reference  Content Page
Vislon and strategy
1.1 Sustainable development vision
And SrateBY oo e, 66
1.2 Statement by the CEOQ......covviiiviiiienienneees 20
Organisational profile
2.1-2.8 Organisational profile ......ccoceerievveeerieenienne 1
2.9 List of stakeholders .....c.ccocevvnrvncnnen 67 - 67
Report scope
2.10 Contact details .....ccoeeeieeii e e, ibc
2.11 Reporting period ......c...ovciveciviencereiennien 66
212 Date of most recent previous report......... €6
2.13 Report scope and boundaries.........cceeeee . 66
2.14 Significant organisational changes ........... 19
215 Basis for reporting ..........cccoii i, 117
2.16 Restatements of information ................. 124
Report profile
2.17 Decision not to apply GRI principles ......... 17
2.18 Criteria or definitions in accounting
for economic, environmental and
social costs and benefits ....coovcviivnne, 68
2.19 Significant changes in measurement
Methods .. 124
2.20 - 2.21 Independent asSUrance .........covvvaveueeernenns 68
2.22 Means to obtain additional information .... 66
Structure and governance
3.1-3.6 Corporate governance
and oversight .......ocoocieiiciiiiineer s 99
3.7 Vaiue statements and
codes of conduct......ocovvveiierennn, 4,106
3.8 Shareholder interaction ................... 66 - 67
Stakeholder engagement
3.9 - 3.12 Identifying, consulting, and engaging
with stakeholders ......................... 66 - 67
Policies and management systems
3.13 Precautionary approach to managing
ervironment rfsksS .o.oeeinviiieicvieneen. 75
3.14 Formally adopted economic,
environmental angd soclal charters ......... 67
3.15 Membership of industry and
business associations .......cceevveeciienneen. 67
3.16 Policies for managing the
supply chain ...........ocoooiiieiie, 92 - 93
3.17 Approach to¢ managing indirect impacts
of activities .......... 90, 92 - 93 and 96 -97
3.18 Major changes in operations
during the period ........cccoocevviiiieciinencnnn. 25
3.19 Priority programmes and procedures
relating to social, economic and
environmental performance ........... 94 - 97
3.20 Conformance with formal
certification standards ...... et nr
Economic performance indicators
EC1 Net Sales ... e 69
EC2 Geographic breakdown of markets ..... foldout
EC3 Cost of all goods and services
010 g0l s = 1T- o J P 69
EC4 Percentage of contracts paid
in accordance with agreed terms ............ nr
ECS5 Total employee remuneration ................... 84
EC6 Distributions to providers of capital........ 110
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GRI
reference

ECY
EC8
ECO
EC10

LAL
LA2
LA3
LA4
LAS
LAG
LAT
LAS

LAZ
LAL1O

LA11

HR1

HR2

HR3

HR4
HR5
HR6
HR7
S01
502

$03

PR1
PR2
PR3

EN1 -2
EN3 -4
ENS

ENG -7
ENS - 13
EN14 - 15
EN16

Content Page
Increase in retained earnings................. 114
Total taxes of all types paid..................... 69
Subsidies received...........cccccoieviiinienn 85
Donaticns by type ..oveveieeeii e 94
Soclal performance indicators
Labour practices and decent work
Breakdown of workforce ................... 70, 85
Net employment creation and

average tUINOVET ...ooovvee e 70
Percentage employees represented
by trade UnionS ... veciicn e 70
Policies and procedures on negotiations

with employees ......cccccicevveeeeierinvine, 84
Occupational accidents and diseases....... 84
Joint health and safety committees........... nr
Injury, lost days and absentee rates

and work-related fatalities ............cocecovl 84
Policies and programmes
on HIV/AIDS ..o, 70, 84, 87
Employee training......ccceeeeevveens 70,84 - 85
Equal opportunity policies and

ProCeduresS .......covvvvcincvinnsenriieennns 84 -85
Indicators of workforce and

management diversity ..........coeeueeee 84 - 85

Human rights
Poticies and guidelines dealing with

human rights ....oovveeeciver e, 92 -93
Consideration of human rights

impacts in investment and

procurement decisions.................. 92 -93
Policies and procedures to evaluate

human rights performance in the

supply chain .c...ovvcevieiiieeneeiceenees 92 -93
Policies and procedures preventing

discrimination in operations............. 67,84
Policy on freedom of asseciation.............. 84
Policy excluding child labour............... 67,93
Policy preventing forced and

compulsory labour ......ccoeevivevnneiennnn. 67,93
Society
Policies to manage impacts

on communities .......cocvviveiiciencennans 94 - 96
Policies and procedures to

address bribery and corruption............. 106
Policies and procedures to manage

political lobbying and contributions ........ 94
Product responsibility
Policy for preserving customer

health and safety..................... 90, 92 -93
Policy for product information

and [abelling ... 90
CONSUMET PFIVACY eeenieeieeeeeieee i eeeneeanis nr
Environmental performance indicators
Material USBE........c.cceevev e, nr
ENEIEY USAEE .. .civerrieiienrcnnerinrenarnnnns 72
Water consumption .....c.coeeveereierieeiicenenens 72
BiodIversity ..o nr
Emissions, effluents and waste ............... 72
Products and ServiCes ....ccevicverrceveciiinnnn, 96
Incidents of noncompliance.......c.......cuee. na

na: not applicable

nr: not reported
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orporate Governance

We will always ensure that we act in good faith, with care,
diligence and skill in the way that we manage our business.

Codes and regulations
Our Group is committed to complying with all legislation,
regulations and best practices relevant to the business.

For the period under review, the Board confirms that the
Group complied with afmost every aspect of the Code of
Corporate Practices and Conduct as set out in the King |l
Report on Corporate Governance. An index illustrating the
Group’s compliance to this code can be found on pages
107 and 108.

The Board

The Board of Massmart is responsible for directing the Group
towards the achievement of the Massmart vision. The Board
is ultimately accountable for the development and execution
of the Group’s strategy, operating performance and financial
results, practised within the Group’s formal governance
authorities. The Board is responsible for its own composition,
the appointment of the Chairman and Chief Executive Officer,
and the constitution and compaosition of its committees.

The role of all directors is to bring independent judgement
and experience to Board deliberations and decisions. At the
financial yearend, the Massmart Board comprised four
executive directors and nine non-executive directors, alt of
whom are independent of Massmart and its shareholders.

Chris Seabrooke is Chairman of the Board and Mark Lamberti
is Deputy Chairman and Chief Executive Officer. Brief
biographical details of each Board member are reported on
pages 10 to 11.

All directors retire by rotation every three years. Unless
requested to serve a further term by the Board, retiring
directors are not proposed for re-election by the shareholders.
in addition, shareholders must ratify the initial appointment of
each director at the first annual general meeting of
shareholders following that director's appointment.

Board process and evaluation

The Board meets five times a year and also on an ad hoc
basis should a particular issue demand its attention. The
Board's authority is devolved sequentially through the
Massmart Executive Committee, the Divisional Boards and
the Divisional Executive Committees as prescribed by the
Massmart Governance Authorities. In addition, the Board has
delegated certain specific responsibilities to Board
Committees, as described more fully below.

Directars’ attendance at Board meetingsi:

Aug Nov Feb May

2005 2005 2006 2006
CS Seabrooke v v v v
MJ Lamberti v v v v
MD Brand v v v v
ZL Combi v v v v
GRC Hayward v v v v
J Hodkinson v v v X
P Langeni v v v v
IN Matthews v v v v
P Maw v v v v
DNM Mokhobo X v v X
S Nothnaget v v v v
GM Pattison v v v v
MJ Rubin v v X v

The Board works to a formal agenda that covers strategy,
structure, operating performance, growth initiatives and other
key activities of the Group. To do so effectively, formal
documents and minutes of all Board Comrnittees are included
in the Board papers.

Directors are encouraged to take independent advice, at
Company cost, in the proper execution of their duties and
responsibilities. They have direct, unfettered access to the
external auditors, professional advisers and to the advice and
services of the Company Secretary.

The Nomination and Remuneration Committee facilitates a
comprehensive annual formal performance evaluation of the
Chief Executive Officer (CEQ), comprising a self-evaluation; an
evaluation of the CEQ by every non-executive director by way
of a questionnaire which includes operrended comments;
and an appraisal of the CEOQ by each of his direct reports
using a different questionnaire. The Chairman provides the
summary and feedback of the above to the CEQ, and he is
encouraged to probe and debate any aspect of the evaluation
with the full Board.

In addition, all Board members completz a detailed Board
self-assessment each year, probing the composition, duties,
responsibilities, process and effectiveness of the Board. All
Board Committee members complete a detailed self-
assessment probing the composition, duties, responsibilities,
process and effectiveness of their committees.
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orporate Governance continued

Finally, all Board members formally assess the Chairman’s
performance and the Chief Executive Officer provides the feedback.

These assessments are approached in a constructive manner
and provide valuable input that is used to enhance the
effectiveness of the Board and its committees.

Board committees

Audit Committee

The Audit Committee comprises Messrs Nigel Matthews
{Chairman}), Chris Seabrooke and Peter Maw. When
necessary, the Chief Executive Officer, the Chief Financial
Officer, senior financial executives of the Group and
representatives from the external and internal auditors attend
Committee meetings by invitation.

The Audit Committee is responsible for reviewing and
reporting that:

+  Adequate hooks and records are maintained;
Appropriate accounting policies have been adopted and
consistently applied;

Robust internal control systems, designed in response to
identified key business and control risks, are in place and
have been effective throughout the period;

There has been compliance with the King |l Report;

- The goingconcern assertion remains appropriate; and

- The financial statements give a true and fair view,
consistent with information known to the Committee,
which makes a recommendation that the Board considers
adopting the interim and final financial statements.

The Committee reviews the scope, as well as the
independence and objectivity, of the external auditors.
The nature and extent of non-audit services provided by the
external auditors is reviewed annually to ensure that fees for
such services do not become so significant as to call into
question their independence of Massmart. The Committee
has adopted a guideline that fees paid to the Group auditors
for non-audit services (excluding due diligence investigations)
should not exceed the level of audit fees charged to the
Group. If it appears that this guideline will be breached on a
consistent basis, non-audit services will be outsourced to
third party auditors.

The Audit Committee recommends the appointment of the
externai auditors for Board and shareholder approval, During
the financial year, Deloitte & Touche were the external
auditors for all Group companies, with the exception of
Trident, De La Rey and Servistar.

During the year, Deloitte & Touche provided certain non-audit
services, including tax reviews and advice, and reviews of
information technology systems and applications.

The Committee reviews the scope and coverage of the
Internal Audit department, and has approved that
department’s coverage and work plan for the forthcoming
year.

The internal and external auditors have unfettered access to
the Audit Committee and both present formal reports to the
meetings,

The Audit Committee met three times during the year and
members of the Committee also met with the head of Internal

Audit and the external auditors,

Attendance at Audit Committee meetings:

Aug Feb May

2005 2006 20086
IN Matthews v v v
CS Seabrooke v v v
P Maw v v v

Nomination and Remuneration Committee

The Nomination and Remuneration Committee, comprising
Messrs Chris Seabrooke (Chairman), Nigel Matthews and
Ms Dawn Mokhobo, and Mark Lamberti who attends by
invitation, is responsible for the Group's remuneration policy
and the shortterm and longterm incentive policies for
directors, executives, management and staff. It considers and
approves the remuneration and incentives for directors and
executive management, and requests the trustees of the
Massmart employee share incentive scheme to award shares
granted in terms of the policy and rules of the scheme,

The Committee is responsible for the recruitment and
nomination of new non-executive directors and for ensuring
that succession plans are in place for the Chief Executive, the
executive directors and divisional heads.

The Nomination and Remuneration Committee met four times
during the year.

Attendance at Nomination and Remuneration Committee
meetings:

May Nov Feb May

2005 2005 20086 2006
CS Seabrooke v v v v
IN Matthews v v v v
DNM Mokhobo v x v v
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Risk Committee

The Risk Committee comprises Messrs Nigel Matthews
{Chairman), Dods Brand, Peter Maw, Guy Hayward, Fanus
Nothnagel, Grant Pattison and Norman Gray (Head of Massmart
internal Audit). Nige! Matthews chairs both the Risk and Audit
Commitiees to ensure the appropriate exchange of key issues
between the two committees. In order to facilitate the effective
operation of the Committee to assess risk at all levels in the
Group, the Committee is not exclusively comprised of non-
executive directors.

The Board considers risk management to be a key business
discipline designed to balance risk and reward and to protect
the Group against risks and uncertainties that could threaten
the achievement of our business objectives. The Risk
Committee is responsible to the Board to oversee the Group’s
risk management programme. The day-to-day responsibility
for risk management, including maintaining an appropriate
loss prevention and internal control framework, remains with
the executives of the Group and of each Chain.

The Risk Committee met once during the year and all
members were in attendance, In addition, in February each
year an interim report is prepared by the executives on the
Committee and is circulated to the Committee. This report
comments on the status of the risks identified in the current
Group Risk Register, notes any risk incidents that may have
occurred since the previous Commiltee meeting and
comments on the general risk environment.

The Committee's primary role is one of oversight and
therefore it reviews and assesses the dynamic interventions,
within the Group's available resources and skills, required in
response to business-specific, industrywide and general
risks. The Committee tables a Group risk “egister, aggregated
from those prepared by the Chains and the Group Executive
Committee, to the Board annually in August. This register
summarises the major risks facing the Group, taking into
account the likelihood of occurrence and the potential impact.

The ten maijor risks facing the Group, not ranked in priority,
are shown in the table below.

RISK

RESPONSE

Talent retentlon and succession

This covers four broad issues: the national scarcity of retail-
specific skills; the challenge to develop sufficient internal
business and leadership skills to ensure our longer-term
competitiveness; a possibte overdependence on key Jeaders in
the Group: and the need for an actively managed succession
pipeline.

The Group considers this a major area of focus and deals with it on
several levels. The Executive Committee actively monitors and
manages the mentoring, progress, develcpment and likely
succession plans for the “Top 200° employees, as well as
monitoring a further 200 employees. In additior,, there are in-house
education programmes prepared and presented in conjunction with
GIBS and Babson Retail that focus on developir g our senior, middle
and junior executives. Annual career reviews are held with each
executive in the Group, which are attended by that person’s superior
and a third person - either the Group Organisation Executive or HR
person in that Chain.

Another major store fire

In the last 12 years Makro has had three stores totally destroyed
by fire, The most recent fire, in May 2004, caused by a
subcontractor working on the roof, occurred despite significant
and costly fire detection and prevention measures implemented
following the previous Makro fire in 2001. Depending upon the
cause of any future potential fire, it is unlikely that Makro, and
possibly the Group, would be able to secure adeguate
catastrophe insurance cover or, alternatively, may Secure
adequate insurance cover but at a significant premium.

Makro and the rest of the Group work closely with external risk
assessors, insurance brokers and our major insurers in order to
ensure that our stores have the highest possible level of fire
detection and prevention.

Information technology

With millions of transactions daily, the Group is dependent upon
refiable, secure, effective and efficient IT systems, including data
and information. Major IT implementations or initiatives can
distract management, be costly, destabilise the current IT
platform and/or perform sub-optimally post implementation.
Finally, at a strategic level, there exists the potential for
misalignment between business strategy and the |T capability,
which can result in reduced operational effectiveness.

All the Group's IT development, for both hardware and software,
must be specifically approved and then monitored by the Group's
Technology, Information and Processes (TIP) forum, representing all
the Chains" IT executives, Massmart Internal Audit and, where
appropriate, external service providers. Chain Eoards must sign off
all IT developments. Massmart Internal Audi: has significant IT
expertise and independently assesses all IT davelopments and is
part of the “golive” decision on any project. External auditors
review the IT general control environment in the major Chains on
an agreed rotation basis.
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RISK

RESPONSE

Integration of acquisitions

In the 2005 financial year, Massmart acquired three significant
businesses. In the absence of compensating controls and
interventions, acquisitions raise the level of organisational risk.
In addition, there is the need to ensure that the new businesses
are readily integrated into the Group. This must occur without
harming the acquired husinesses' strategies, management and
crganisational culture. In addition, this integration will necessarily
occupy significant time and focus from the relevant Group and
Chain executives in order to ensure the appropriate levels of
growth and profitability over the longer term.

All acquisitions must meet Massmart's strategic criteria. This
ensures that, once acquired, sustainable value-enhancing activities
should more readily flow between Massmart and the acquired
businesses. Group executives, assisted by Massmart Internal
Audit. perform detailed due diligence investigations, including
thorough discussions with local executives. Integration does not
necessarily mean that IT ptatforms or common business functions
must be combined - this is only done if it provides a longerterm
benefit to the acquired business.

HIV/Alds

This refers to the impact of the virus on Massmart and its
broader community. Outside of the terrible human tragedy,
potential business impacts include higher levels of employee
deaths, reduced available skills, lower productivity and higher
absenteeism, and higher direct and indirect costs of employment.

Over the last three years, HIV prevalence has been measured in ali
the Chains by an external agency. The recent acquisitions have not
vet been tested. The Group's estimated infection rate, using
statistical methods, is 6.9% amoengst permanent employees and
12% amongst temporary employees. Al the Chains are at various
stages of rolling out Aids support initiatives and offering voluntary
counselling and testing programmes. Massmart has also
implemented a comprehensive HIV/Aids Awareness and Treatmant
Programme which incudes the provision of free Antiretrovirals to all
permanent staff and their spouses.

Slowing or low growth markets

There is the possibility of unnecessarily increasing the Group's
market shares in potentially low or no-growth South African
markets and/or the rate of market growth slowing dramatically in
the Group’s major categories. Both of these potential scenarios
woutd have adverse finantia! consequences over the longer term.

Massmart is careful to monitor and measure our own sales growth, per
Chain, and our growth relative to the market, i.e. market share
movements. The Group reviews new product categories and
businesses within strict strategic criteria, and only considers
expansion in those markets that offer good growth opportunities, All
store apening decisions are approved at Group level after being
financially assessed against a 10-year view af the sociodemographics
of that particuiar market {this view is provided by external researchers).

Volatllity in exchange rates, local interest or inflation rates

This concern focuses on two potential impacts, the first being the
financial impact on the business’s trading and the second being
the possible adverse effect on consumer expenditure.

With approximately 30% of all merchandise sales being imported,
directly and indirectly, any sudden changes in the exchange rate
wilt affect inventory valuation, although there may be a lag where
the Group has entered into forward exchange contracts on its
own direct imports to combat this eventuality. Furthermore,
foreign currency fluctuations in those African countries where
Game operates stores can also affect the fevel of sales and
earnings reported by those stores in South African currency, as
well as causing a potentially adverse balance sheet translation
difference.

All direct foreign exchange trading liabilities are covered forward,
resulting in certainty about the expected landed cost of
merchandise and also providing a four to six-month buffer against
changing the cost of imported inventory shouid there be any
sudden deterioration in the exchange rate. The value of inventory
in the supply chain between manufacturer and retailer has also
been actively managed lower by alt industry participants. This
reduces the extent of any imported inventory that is over or
undervalued following a sudden change in the exchange rate.

Interest rates on the Group's medium-term debt is fixed to provide
certainty as to the future cost of this funding, and this will keep the
Group immune to any adverse increases in corporate borrowing
rates.
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RISK

RESPONSE

Volatility In exchange rates, loca!l Interest or Inflation rates {continued)

increases in interest rates will make South African corporate
funding more expensive, with an adverse impact on profitability.

Higher inflation rates may affect Group profitability where these
cost increases cannot be controlled or additional productivity
associated with those is not forthcoming.

Lower inflation rates may make long-term property leases, with
higher fixed escalation rates, appear expensive and potentially
affect profitability.

South African consumer behaviour appears to be more affected
by sudden changes in economic variables, including exchange
rates and local interest and inflation rates, than by gradual
changes in these variables. tt follows that a sudden deterioration
in one or several of these economic variables may dampen levels
of consumer expenditure, thereby reducing sales growth and
potentially Chain or Group profitability too.

Where passible, property lease escalation rates are negotiated as
low as possible, taking market conditions into account, and certain
older property leases have been renegotiated to be inflation-linked,
within a cap {(maximum rate} and coliar {minimum rate}.

Salary and wage increases are negotiated in the context of the
current South African socio-economic environment, and where a
negotiated increase may be higher than is suitable, productivity
measures may be introduced to reduce the net cost of the higher
wages.

Insufficient progress with transformation

There is the possibility of adverse or undue reputational exposure
due to the Chains or the Group not fulfilling, or underdelivering
on, BEE requirements. In the broader nationa! context,
inadequate transformation at all levels by us or other South
African businesses will curb the country's longerterm growth
potential and maintain the current unacceptable and
unsustainable levels of social and economic inequality.

This issue specifically includes insufficient black representation
at Group and Chain executive level.

The Board-approved BEE strategy, dated February 2004 and
covering all the elements of the Cade of Good Practice, has been
effectively implemented group-wide and we believe that much
progress has been achieved in little time.

A BEE share issue amounting to 10% of the pre-dilution shares of
Massmart was announced in May 2006 and is effective 1 October
2006. All permanent Massmart employees, not already
participants in the current share trust, are beneficiaries. The rights
awarded to general staff have voting and dividend rights.

Fraud, security and crime

There is the risk of human, financial and reputational exposure
through high levels of inventory shrinkage, armed robberies for
cash or merchandise, and losses from fraud, both internal and
external. The rate of armed and violent incidents of crime has
increased to unacceptable levels. Unchecked, this can adversely
affect employees, customers, the business and the overall
business environment.

The Group is continually improving its procedures and controls to
ensure that the risk of potential losses or injury through criminal
incidents is minimised. Massmart is also an active participant in
the Business Against Crime/ECR forum that st ares information on
ali incidents of crime across the major retail chains. There is a
whistie-blowing facility, Tipoffs Anonymous, through which
employees, customers or suppliers can report unethical or
dishonest acts. Staff fraud is dealt with severely.

Game stores In Africa

Game has nine stores in sub-Saharan Africa, and another three
to be opened in the next year, The level of complexity unavoidably
increases with the greater distances involved, the associated
communication and logistical challenges and the multiple
regutatory environments, There is also the increased exposure to
foreign currencies and the related potential volatility of Rand-
reported sales and earnings. There is the small and
unpredictable risk that a store’s earnings, assets and/or
inventory may be seized or prevented from being accessed by
Massmart.

A thorough country pre-evaluation, which must include transparent
foreign exchange repatriation, before agreeing to enter each
country. There is a dedicated team, led by a senior executive,
responsible for all Game's African stores. The risk diversifies
slightly with muitiple African stores.
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Sustainability Committee

The Sustainability Committee comprises Messrs KK Combi
{Chairman), Dods Brand, Michael Rubin, Grant Pattison and
Brian Leroni (Group Corporate Affairs Executive), and Mmes
Phumzile Langeni, Dawn Mokhobo.

The role of the Committee is to assist the Group to discharge
its business sustainability responsibility with respect to the
implementation of practices thal are consistent with good
corporate citizenship.

Executive Committee

The Massmart Executive Committee is the most senior
executive decision-making body in the Group. The Committee
is chaired by the Chief Executive Officer {(Mark Lamberti)
and comprises the Chief Financial Officer (Guy Hayward),
the Chief Executive Officer Designate (Grant Pattison}, the
Chief Operating Officer (Fanus Nothnagel), the Deputy Chief
Financial Officer (Aubrey Cimring), the Group Organisational
Executive (Steve Glendinning) and the four Divisional Chief
Executives (Robin Wright, Richard Potash, Joe Owens and
Kevin Vyvyan-Day).

The Committee deliberates, takes decisions or makes
recommendations on all matters of strategy and operations.
Within the parameters desciibed by the Board-approved
Governance Authorities, the decisions or recommendations
are sometimes referred to the Board or its relevant
committee for final approval, while in other cases the power
to take decisions is delegated to individual subsidiary boards,
or subsidiary executive committees.

The Executive Committee has specific responsibility, inter
alia, for:
- Monitoring and measuring the structures, trends and
performance of markets and competition;
Strategic planning;
Defining, configuring, financing and structuring the
Group's portfolio of assets;
Shaping and approving the competitive strategies,
operating plans and budgets of the divisions and
functional departments;
Measuring, monitoring and taking proactive corrective
action on divisional performance;
Ensuring adequate risk management, controls and
governance throughout the Group, and
Shaping and approving succession plans and senior
executive management appointments.

In many respects, the relationship between the Massmart
Board and the Executive Commitiee is analogous to the
Supervisory Board and Management Board relationship found
in the European governance model.

Remuneration of directors and executives
Massmart strives for remuneration policies that enable it to
recruit, retain and motivate the executive talent needed
to achieve superior performance. The Nomination and
Remuneration Committee, with periodic advice from externai
executive remuneration consultants, ensures the provision of
executive remuneration packages that are competitive with
reference to other major South African retail companies, as
well as other companies similar to Massmart in their size,
spread and complexity.
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The Massmart remuneration policy strives for fixed
remuneration at the median of comparable positions, but
places particular emphasis on generous annual incentives for
high performance for both executive directors and executive
management. This policy, communicated to and understood
by the Group's executives, codifies a range of performance
incentives linked to annual earnings-per-share growth targets
for the Group in excess of average CPiX plus 10%, or profit
before tax targets for each division, as appropriate. During
the year, for the first time, an incentive bonus was instituted
for non-financial performance. Starting in 2006 Group and
Divisional Executives will be incentivised on the achievement
of employment equity targets approved by the Nomination and
Remuneration Committee. This incentive will amount to
between one and three months' salary in addition to the
earnings per share/ profit before tax growth bonuses, less
than nine months salary. The Nomination and Remuneration
Committee also has the discretion to reward superior
individual performance.

In addition, longerterm equity incentive plans ensure the
alignment of executive reward with shareholders’ interests, in
particular the sustained creation of shareholder value. New
issues of annual allocations of shares or options are only
atlowed when Massmart's growth in earnings per share in the
prior year exceeds avergge CPIX plus 10%. The amount
allocated is based upon a factor of the executive's total prior
year remuneration plus incentive bonus.

With effect from July 2002, only members of the Massmart
Executive Committee can elect to receive scheme shares,
whiist all other participants receive options.

Non-executive directors receive fees in the top quartile for their
role as directors and members and for their roles on Board
Committees.

Details of individual directors’ remuneration are provided on
pages 152 to 156.

Shareholder communication

We strive to provide generous and frequent disclosure to our
shareholders, regardless of how hard this may be in periods
of difficulty or underperformance.

Massmart reports formally to shareholders twice a year {in
February and August) when its half-year and fullyear results,
together with an Executive Review, are announced and issued
to shareholders and the media. On both occasions the Chief
Executive Officer, Chief Financial Offtcer and seiected senior
management give presentations to institutional investors,
analysts and the media.

Early in January and July, shortly after the conclusion of the
halfyear and fullyear trading periods, on release of the
annual report and at the Group's annual general meeting in
Novembper, Massmart releases trading statements reporting
on the Group’s year-to-date sales performance.

During the year, apart from closed periods, the Chief
Executive Officer, Chief Executive Officer Designate and Chief
Financial Officer meet regularly, but never alone, with
institutional shareholders and, in addition, are available for
meetings with analysts and any existing or prospective
Massmart shareholder.
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Massmart's website, www.massmart.co.za, provides financial
and business information about the Group and includes
electronic copies of ali recent formal announcements, public
statements and presentations made by Massmart.

Share buy-back programme

In the previous financial years, the shareholders in general
meeting gave the Group the authority — valid until this year's
annual general meeting and subject to the Listings
Requirements of the JSE Limited (“the JSE™) - to purchase its
own shares up to a maximum of 15% of the issued shares, at
a price not greater than 10% above the preceding five-day
weighted average. Shareholders have been asked to renew
this authority at the forthcoming November 2006 annual
general meeting.

No shares were repurchased in the year to June 2006. The
amount and timing of any future purchases will be determined
by the Board and are dependent on prevailing market conditions
and other factors. The share trust will acquire shares from time
to time to partially mitigate the dilution caused by the Company
issuing new shares when options are exercised.

Share dealings

No director, executive or employee may deal, directly or indirectly,
in Massmart shares where that person may be aware of
unpublished price-sensitive information. There are strict closed
periods during which all directors, executives and employees are
not allowed to deal in Massmart shares. The periods begin one
month prior to the end of each reporting date (these reporting
dates being 31 December and 30 June) and end on release of
the Group results. A closed period also applies whenever
Massmart issues a cautionary announcement.

In addition, all directors, executives and employees are not
allowed to deal in Massmart shares in the final hour of
trading on the ISE. Al share dealings by a director, executive
or employee must be authorised by either the Chief Executive
Officer or Chief Financial Officer. Any dealings by the Chief
Executive Officer are authorised by the Chairman.

Accountability, risk and control

The Board recognises its responsibility to report a batanced
and accurate assessment of the Group's financial results and
position, its business, operations and prospects. Aspects of
how this is achieved are covered in the section below.

Internal control framework

Massmart maintains clear principles and procedures
designed to achieve accountability and control across the
Group. These are codified in the Governance and Approvais
Framework that describes the specific levels of authority and
the required approvals necessary for all major decisions at
both Group and divisional level. Through this framework,
operational and financlal responsibifity is formally and clearly
delegated to the divisional and Chain boards. This is
designed to maintain an appropriate control environment
within the constraints of Board-approved strategies and
budgets, while providing the necessary local autonomy for
day-to-day operations.

* Audit Committee
The Audit Committee receives regular reports on Group
companies’ financial performance, internal controls,
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adherence to accounting policies and areas of significant
risk, amongst others. After considering these reports, the
Committee formally reports to the Board, twice each year,
regarding the overall framework and effectiveness of controls.

Internal Audit

Massmart Internal Audit comprises a dedicated team of
30 staff that, atthough managed from Massmart Corporate, is
deployed group-wide. The responsibilities of Internal Audit are
defined and governed by a Charter approved by the Audit
Committee and Board. The Head of the Massmart Internal
Audit department reports functionally to the Audit Committee,
to ensure the department’s independence, and reports only
administratively to the Chief Financial Officer. Internal Audit
has unfettered access to the Board and &l information within
the Massmart Group. A functions across all operating
divisions are subject to review by Internal Audit and all
employees are required to cooperate positively. The Internal
Audit team comprises appropriately qualified and experienced
personnel, including internal audit professionals and
managers with retail experience, to ensure the delivery of a
relevant and high quality service,

Massmart Internal Audit applies a risk-based audit approach
that aligns its audit methodology to the internal and, where
applicable, external risks facing Massmart. The annual audit
plan, which is pre-approved by the Audit Committee, is
determined through a continuous assessment and
understanding of risks facing the Group. Where necessary
some audit tasks are outsourced to consultants with
appropriate skills, for example certain forensic work or highly
specialised IT reviews. Internal Audit utilises audit
programmes and technologies which are designed and
selected after assessing the significant business, strategic
and control risks. The results of these programmes provide
audit assurance regarding the adequacy and effectiveness of
controls. In addition to providing this assurance, Massmart
internal Audit applies its knowledge ard understanding to
advise local and executive management on best practice
processes and controls that could be implemented to
improve overall effectiveness and efficiency.

The Internal Audit team, which has the unequivocal support
of the Board and the Audit Committee, on 8 quarterly basis
formally reports any material findings and matters of
significance to the Divisional Boards and the Audit
Committee. The reports highlight whether actual or potential
risks to business are being appropriately managed and
controlled. Progress in addressing previous unsatisfactory
audit findings is monitored unti{ Internat Audit can report the
proper resolution of the problem area. In addition, the Head
of Internal Audit formally attends al Divisional Board
meetings twice per annum and provides an advisory rote 10
both the Risk Committee and the Ethics Committee.

There is significant Internal Audit involvement in Information
Technology throughout the Group ir order to ensure
satisfactory IT governance and assurance. All new major iT
systems in the Group require specific Massmart Internal
Audit sign off prior to implementation. The Internal Audit role
is twofold — to assess the process and controls around large
IT projects at significant phases of these projects; and to
assess the control environment within existing IT systems
and the Group’s general computer contrcl environment.
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Massmart Internal Audit and External Audit scope and efforts
are properly coordinated in order to provide efficient and
effective assurance to the Audit Committee.

Risk

The Board assesses the risks in the Group's business
environment, with a view 1o eliminating or reducing them in
the context of the Group's strategies and operations.

Litigation and legal

In the normal course of business, Massmart is subject to
various legal proceedings, actions and claims. These matters
are subject to risks and uncertainties that cannot be reliably
predicted. The Board does not believe that there is any
material pending or threatened legal action.

information technology

Protecting Massmart's electronic assets is increasingly
compiex as networks, systems and electronic data expand
and, in some cases, are shared with third parties and
business partperships. Depending on the internet for
communication brings additional risk. Ensuring proper system
security, data integrity and business continuity is the
responsibility of the Board, but is given effect by the Audit
Committee, the Risk Committee, the Massmart Technology,
information and Process Forum and Massmart’s formally
contracted information technology business partners and
providers.

Financial risk and appraisal

Financial targets agreed in Group budgets and strategy
processes are predicated on assumptions about the future
that are uncertain and may prove incorrect or inaccurate. The
monitoring and management of this risk is the responsibility
of the Executive Committee. Monthly performance is
measured and compared to the budget and prior year, and
corrective or remedial action taken as appropriate.

Despite extensive financial, accounting and management
controls and procedures, including reviews by internal and
external auditors, there are risks arising from the Group’s
cash management and treasury operations, direct and
indirect taxation, and employee or third-party fraud or
£conomic crime.

Corporate ethics and compliance

Massmart is committed to achieving the highest standards of
ethical behaviour and continued its strong emphasis on
promoting awareness of, and compliance with, Massmart’s
Code of Ethical Practice.

Massmart maintained its close relationship with the Ethics
Institute of South Africa and a further three employees
attended the Ethics Officers Certification course and two
more employees were accredited as ethics officers.
Furthermore, the Institute requested that Massmart provide
material for an ethics case study that is to be included in a
booklet that will be distributed by the United Nations to
multinational companies and governments around the world.

The appointment of ethics officers in all chains, including the
recently acquired Massbuild division, and the formulation and
regutar meeting of the Group Ethics Forum have ensured the
continued focus on the consistent application of ethics
practice and training in the organisation.

The Massmart Ethics Line provides an important indication of
the status of the ethics climate in Massmart. The fully
independent line, the operation of which is outsourced to
Deloitte & Touche, provides employees and suppliers with the
opportunity to report perceived cases of unethical practice.
All reports received are thoroughly investigated and acted
upen under the guidance of the Group Ethics Officer who is
accountable, from an ethics perspective, to the Massmart
Audit Committee.

For the year under review it was pleasing that the
awareness of the Ethics Line improved considerably with
total calls for the year 93% higher than the previous year
and the increase in calls related to allieged criminal activity
increasing 85% on the previous year. All criminal calls were
investigated and ten of these led to the termination of the
employment of the Individuals concerned. In certain
cases, an independent forensic auditing company is
retained to oversee investigations of crime related calls in
order to improve the likelihood of successful criminal
conviction in a court of faw.

Summary of calls to the Massmart Ethics Line from July 2005
to June 2006

Period Total | Crime HR Other | Anony-
calls | related | related calls [ mous

calls calls calls

July 26 1 5 20 40%
August 39 1 3 35 50%
September 29 6 3 20 67%
October 50 12 12 26 38%
November 47 0 22 25 64%
December 23 4 5 14 55%
January 18 2 7 9 89%
February 24 3 7 14 60%
March 33 3 13 17 50%
April 48 7 13 28 55%
May 45 6 13 26 58%
June 46 3 8 35 82%
Total 428 48 111 269 -
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2.6.5 In¢lusion of relevant non-financial information ...... 104
27 Board COMMItEES .....ocove i 100
2.7.1 Assist board ... 99
2.7.2 Formal delegation of duties and

responsibilities {0 committees ........co.covin v 99
2.7.3 To have clear terms of reference, life span,

function, reporting process and

scope Of QUINGIY ..o 100
2.7.4 Transparency and full disclosure Lo the board.......100
2.7.5 Minimum requirement: Audit and

Remuneration COMMITEesS .....ocovririvviiier e eeenes 100
2.7.6 Nor-executive directors to play important role ......100
2.7.7 Preferably chaired by independent

non-executive direCtor.......ocoooiii e 100
2.7.8 Free 1o take independent outside advice................ 99
2.7.9 Disclose composition, objectives and meetings

held in annual report; and chaiipersons to

attend AGM ..o 100
2.7.10 Suhject to regular evaluation by Board.................. 99
2.8 Board and Director evaluation . .........ccveicieiinanans 99
2.8.1 Board effectiveness to be assessed
and 2.8.2 at least annually .......cocceeeeev i 99
2.9 Dealings and SECUIMHIES «..c.cveeeeei e eeecreeraaaas 111
2.9.1 Formal poticy cancerning closed periods
and 2.9.2 Of trading....oeeer e 105
2.10 CoOMPany SECIELAYY ...c..viviiieeiei e e eeere e eaan 110
2.10.1 Pivotal role in corporate gOvernance ............cccceveunns nr
2.10.2 Empowered to fulfil duties........cc.ocvviiiiiiciciininnnnns nr
2.10.3 Provide guidance to directors with regard

to discharge of their duties............coeevvcnrcvvennns 99
2.10.4 Induct new directors and assist CEOQ

with annual Board plan.........oooeievirmrieacnrmeerenncens nr
2.10.5 Central source of guidance and advice

on ethics and good SOVEIMANCE.......oovevivereveriinen, 99
2.10.6 Subject to “fit and proper” test ......ccievivviiinienennns 110
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!4King 1l Report (2002) Index for Corporate Governance continvea |

The following index represents the Group’s compliance with the King |l Report. More detail can be found on pages 99 to 106 of

this report.

King I}

reference
3.
3.1

311
3.1.2
3.1.3
3.14
3.1.5
3.1.6
3.1.7
3.1.8

3.2
321

322
3.23

3.24

3.25

328
3.2.7
4.
4.1

411
41.2
4.1.3
4.1.4
4.1.5
4.1.6
4.1.7

4.2
4,21

L R
NN
e w

goamm

qPes
Lhop

o ;o o1
RIS
B N

Content Page

Risk management

Responsibility

Board responsible for risk management process,
management accountable for execution............. 101

Set risk strategy policies and
communicate 10 employees ....c.oieeviivriiieninniane
Determine company’s tolerance for ris|
Maintain sound system of risk management
and internal controls to provide assurance

of arganisationat ghjectives .............ccoieiiiee 101
Ensure dogcumented assessment of ey

risks at least annually ..., 101
Board Committee to review risk management

process and significant risks ..........coveeveeeeinnn. 101
Risk management and internai control to be

embedded in company practice............ccooevuen.ee. 101
Confidential reporting process to cover

fraud and other riskS...........oiiiiiiaian 106

Application and reporting
Comprehensive system of control

to be established...........c.ccovrvvrcrninnes
Risks to be assessed on ongoing basis
Develop system of risk management that

enhances stakeholders’ interests ..........ccoveeeee 101
Board to identify and monitor key risk areas
and performance indicators ...........ccceeveevivveennans 101

Reports from management to provide balanced
assessment of risks and effectiveness of

system of control ... 101
Board responsible for disclosure in

annual rePOIt .. ...cei et ce et e aria s 101
Risk to be viewed from negative and

POSILIVE PEFSPECLIVE ..o csrc s er e remans 66

Internal Audit (IA)
Status and role

Effective internal audit function................ccoeeee 105
Board to formally define purpose,

authority and responsibility ............coociiiveiierenees 1085
Consistent with Institute of

Internal Auditors (A} .......cooerieiiieeee e nr

Head of |A to report to CEO and have fuil
access to chairpersons of the Board and

Audit Committee ..........ccoevvviiinnnn, ..105
Report at all Audit Committee meetings............... 105
Audit Committee involved with appointment/

dismissal of head of IA.........ccooiviiiiirinii e nr
Segregation of duties hetween interna!

and external audit...........ccooeiiiiie e 105

Scope of internal audit
Independent, objective assurance and

consulting activity......ccooeeeiieric e 105
Provide assurance on processes and

confirmation of control SYStems ....c..coccevveeienens 105
|A plan based on risk assessment.............ccc..... 105
Audit Committee to approve IA work plan.............105

Co-ordinate with internal and external

providers of assurance 0 ensure

proper coverage of contiols ......oiiciiinenens 105
Integrated sustainability reporting
Sustainability reporting
Report at feast annually.............cocovvviiiennn JOTTOT 66
Report on adopted principles,
implementation of practices and demonstration

of resuiting changes and benefits............
Organisational integrity/code of ethics
Codify standards of ethical behaviour
Demonstrate commitment to code..... .
Disclosure of adherence tocode . .......ccoveeevenneee.
Dealings with individuals/entities

without same level of integrity.......coovvieiveveeninnnns 106

108

King Il
reference Content Page
6. Accounting and auditing
6.1 Auditing and non-audit services
6.1.1 Audit Committee to recommend external

=T o [} (] 3OS 100
6.1.2 Auditors' professional ethics and

INAEPENUENCE ... e e enreneaes 100
6.1.3 External auditors to work in conjunction

with Internal Audit.........cooivviiiiniie e 106
6.1.4 Consultation between external and

internal audilors. ..o 106
6.1.5 Audit Committee to set principles for utilisation

of external auditors for non-audit services ......... 100
6.2 Reporting of financial and non-financial

information
6.2.1 Audit Committee to determine review

level of interim report........c.ccocvvevimiiciiieinnneeeeens 100
622 Reasans and auditors review tabled at

board Meeting ......c.coiiev i v 105
6.2.3 Facts and assumptions used in geing-concern

assessment to be minuted by the Board ...........112
6.2.4 Review going-concern assessment at interim........... nr
6.2.5 State where non-financial aspect subject

to external vatidation .........ccccovieiiiiinnin, nr
6.2.6 Distribution via broad range of

communication channels ............cceeervverinnns 67,104
6.3 Audit Committee
6.3.1 Board-appointed with majority

independent non-executive directors.......ccceeveees 100
6.3.2 Chairpersen to be an independent

non-executive director and not the

Chairperson of the Board...........ccoccvvevvvvievennennen 100
6.3.3 Written terms of reference with fact
and 6.3.4 disciosed in annual report ......c.coviviiiviiinniees 100
6.3.5 Membership disclosed in annual report

and Chairpersen to attend AGM ...........coccvvvvienie 100
1. Relations with shareowners
7.1 Constructive engagement with Institutional
and 7.2 IAVESIOIS Lot ear e e ee st s 104
7.3 Effect of proposed special resolutions

to be included in notice of AGM ..........cccocevvnenen. 175
7.4 Utitise poll for special business or

COMENIOUS ISSUBS L..uuiivirisrearracieierirnriosassserenrennnens nr
8. Communication
8.1 Balanced and understandable report

1o StAKENOIAErS ..o 104
8.2 Transparency and accountability

concerning non-financial matters................c.........66
8.3 Comprehensive and objective

assessment of company activities .......c...coeeriieieene. 1
8.4 Directors to report on the following in

annual report:
841 Directors’ responsibility to prepare

financial statements that fairly present the

state of affairs of the Company...........cccceevveeenn. 105
8.4.2 Auditors’ responsibility to report on

fair presentation of affairs ......cc.ccocrecveenverenirnen. 109
843 Maintenance of adequate accounting records,

internal control and risk management................ 105
8.4.4 Consistent use of appropriate

ACCOUNting POHCIES .. 105
8.4.5 Adherence to appticable accounting standards.....117
8.4.6 Going-concern assumption...
8.4.7 Acherence o the Code .....oiiiiiii e,
9. Implementation of the Code duty and

responsibility of Board and individual
dIrectors ..o e 99

na: not applicablie
nr: ot reported
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_Approval of the Annual Financial Statements

as at 30 June 2006

The annual financial statements were approved by the Board of
directors on 17 October 2006 and signed on its behalf by:

L
MJ Lambert
Chief Executive Officer and Deputy Chairman

GRC Hayward
Chief Financial Officer

Company Secretary certificate
| I, Aubrey Cimring, the Company Secretary for Massmart
Holdings Limited, certify that to the best of my knowledge and
belief, all returns required of a public company have, in
‘ respect of the year under review, been lodged with the
Registrar of Companies and that all such returns are true,
correct and up to date,

A Clmring
Company Secretary

Annual compliance certificate for Issuers with a
primary listing on the JSE

|, the undersigned, Guy Robert Charles Hayward, being duly
authorised hereto, certify to the JSE Limited {“the JSE”) that
Massmart Holdings Limited and its directors have, during the
twelve months ended 31 December 200% complied with all
Listings Requirements and every disclosure requirement for
continued listing on the JSE imposed by the JSE during that
period.

GRC Hayward
Duly authorised hereto, for and on behalf of the directors of the
Company

massmart ann};

109

Independent auditors' report to the members of
Massmart Holdings Limited

We have audited the annual financial statements and Group
annual financial statements of Massmart Holdings Limited
set out on pages 110 to 174 for the year ended 30 Jjune
2006. These financial statements are the responsibility of
the Company's directors. Our responsibility is to express an
opinion on these financial statements based on our audit.

We ‘conducted our audit in accordance with International
Standards on Auditing. Those Standards require that we plan
and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts ard disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation. We believe thzt our audit provides a
reasonable basis for our opinion.

In our opinion, the financial statements present fairly, in all
material respects, the financial positior of the Company and
the Group at 30 June 2006, and the results of its operations
and cash flows for the year then ended in accordance with
International Financial Reporting Stendards and in the
manner required by the Companies Act in South Africa.

it Lok

i

Deloltte & Touche
Registered Auditors

Per B Escott
Partner

17 October 2006

Buildings 1 and 2, Deloitte Place
The Woodlands Office Park Woodlands Drive
Sandton

National Executive: GG Gelink Chief Executive, AE Swiegers
Chief Operating Officer, GM Pinnock Audit, DL Kennedy Tax,
L Geeringh Consulting, MG Crisp Financial Advisory,
L Bam Strategy, CR Beukman Finance, T) Brown Clients &
Markets, SJC Sibisi Public Sector ana Corporate Social
Responsibility, NT Mtoba Chairman of the Board, J Rhynes
Deputy Chairman of the Board

A full list of partners and directors is available on request.
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irectors’ Report

Directors’ responsibilities

The directors acknowledge responsibifity for the preparation
of the annual financial statements, which, in their opinion,
fairly present the results and cash flows for the financial year
and the state of affairs of Massmart Holdings Limited and its
subsidiaries at the end of the financial year.

The external auditors are responsible for reporting on the fair
presentation of these financial statements.

The Company and its subsidiaries have maintained adeguate
accounting records and an effective system of internat
controis to ensure the integrity of the underlying information.

Appropriate accounting policies, supported by sound and
prudent managerial judgements and estimates, have been
consistently applied except for the implementation of the
standards listed in the table below, the change in definition
for segmental reporting for which comparatives have been
restated and Circutar 09/2006 Transactions Giving Rise to
Adjustments to Revenue/ Purchases, for which comparatives
have been restated.

Standards implemented

IFRS 1 | First-time Adoption of IFRS

IFRS 2 | Share-based Payment

IFRS 5 | Non<current Assets Held For Sale and Discontinued
Operations

IAS 1 |Presentation of Financial Statements

IAS 2 |lInventories

IAS 7 |Cash Flow Statements

IAS 8 | Accounting Policies, Changes in Accounting

Estimates and Errors

IAS 10 | Events after Balance Sheet date

IAS 12 | Income Taxes

1AS 14 | Segment Reporting

IAS 16 | Property, Plant and Equipment

IAS 17 |Leases

iAS 18 | Revenue

1AS 19 | Employee Benefits

IAS 21 i The Effects of Changes in Foreign Exchange Rates
IAS 24 | Related Party Disclosures

IAS 27 | Consolidated and Separate Financial Statements
IAS 29 | Financial Reporting in Hyperinflationary Economies
IAS 32 | Financial Instruments: Disclosure and Presentation
IAS 33 | Earnings per Share

iAS 34 [interim Financial Reporting

IAS 37 | Provisions, Contingent Liabilities and Contingent
Assets

tAS 39 | Financial Instruments: Recognition and Measurement
ACHO1 | Accounting for “Secondary Tax on Companies (STC)”
AC502 | Substantively Enacted Tax Rates And Tax Laws
ACHO03 | Accounting For Black Economic Empowerment
(BEE) Transactions

110

The Audit Committee of the Board reviews the financial
information presented and ensures that there has been
adherence to Interpational Financial Reporting Standards.
Internal and external auditors of Group companies have
unrestricted access to the Committee.

Group financlal results

The financial results of the Group are set out in the income
statement on page 113, the cash flow statement on page
115 and the statement of changes in equity on page 116.
The financial position of the Group is set out in the balance
sheet on page 114.

Share capital
The following ordinary shares were in issue during the year
under review:

2006 2005
Opening balance 199 640 697 199 190 697
Shares issued 1 400 000 450 000
Closing balance 201 040 697 199 640 697

Dividend policy

Massmart's dividend policy is to declare and pay an interim
and total annual dividend based on a twotimes cover, unless
circumstances dictate otherwise.

Dividends to shareholders

With regard to the final distribution to shareholders, the
directors resolved to distribute to shareholders registered in
the books of the Company on 15 September 2008, a final
cash dividend of 80 cents (2005: 72 cents) per share,
bringing the total dividend for the year to 210 cents (2005:
183 cents) per share.

Directorate and Secretary
The current directorate of the Company is shown on pages
10 and 11.

The Company Secretary is Mr A Cimring CA(SA). His business
and postal addresses are the same as those of the Company.

There were no changes in directorship during the year.

ln accordance with the provisions of the Company's Articies
of Association, Messrs MD Brand, ZL. Combi, GRC Hayward,
IN Matthews and P Maw retire by rotation at the annual
general meeting. Being eligible, Messrs MD Brand,
ZL Combi, GRC Hayward, IN Matthews and P Maw offer
themselves for re-election.
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Interests of directors in the Company’s shares

At 30 June 2006, directors owned ordinary shares in the Company, or options

indirectly, aggregated as to beneficial and non-beneficial ownership, as follows:

over ordinary shares in the Company, directly or

2006

2005

Shares

Options

Shares Options

Beneficial

Non-
beneficial

Non-

Beneficial | beneficial

Non-
heneficlal

Non-

Beneficial | beneficial | Eeneficlal

Non-executive directors
CS Seabrooke

P Langeni

JC Hodkinson

MD Brand

ZL Combi

IN Matthews

P Maw

DNM Mokhobo

MJ Rubin
Executive directors
MJ Lamberti

GRC Hayward

S Nothnagel

GM Pattison

100 000

552 524

1185919

300 000

2 000

5034 537

500 CIIOO -
944 688 -

|
605 219 -

- | 200000 - -

4000 - - -

100 000

- |6 587 026 - -
402 524 - | 625000 -
- - | 819240 -
435 919 - | €05219 -

At the date of this report, the directors’ holdings were as follows:

Shares Options

Non-
beneficial

Non-

Beneficial | beneficial | Beneficlal

Non-executive directors
CS Seabrooke

MD Brand

ZL Combi

JC Hodkinson

P Langeni

IN Matthews

P Maw

DNM Mokhobo

M. Rubin
Executive directors
MJ Lamberti

GRC Hayward

S Nothnagel

GM Pattison

- | 400000 - -

4 000 - - -

100 000 2000 - -

- {9034 537 - -
552 524 - | 503000 -
944 688 -
603 219 -

1185919 -
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______Directors’ Report continued

Details of shares issued and options granted by the Company
in terms of the rules of the Employee share incentive scheme
are dealt with in note 25 on pages 147 and 148.

Director's service contract

At the 2002 annual general meeting, the Company obtained
shareholders’ approval of a fouryear service contract with
Mr MJ Lamberti, This was effective from 1 July 2003 and
contains the following salient points:

- The duration of the contract is until 30 June 2007.

- There has been no change to his remuneration package as
a result of the new contract.

He has received an upfront allocation of one million shares
from the share trust, which will vest over the fouryear
period of the contract, but he will not be eligible for future
annual allocations which would have been usual in terms of
the Group's incentive scheme.

In the event of the Company wishing to terminate his
contract early, his payout will be limited to one month for
each year of service to the Group or the remaining period
of the contract, whichever is the lesser.

.

.

Subsidiaries
The following companies are principal subsidiaries of the
Company:

CBW Holdings {Pty) Limited 1997,014716/07
De La Rey 1001 Building Materials

(Pty) Limited 1994/000266/07
Federated Timbers {Pty) Limited 2004/035206/07
Jumbo Cash & Carry

{Pty) Limited 1996/012181/07

Massmart International Holdings
Limited (incorporated in Mauritius)
Massmart Management and Finance

47902 C1/GBL

Company (Pty) Limited 1992/004084/07
Masstores (Pty) Limited 1991/006805/07
Servistar (Pty} Limited 1984/031897/07
Shield Buying and Distribution

(Pty} Limited 1984/011353/07

Details of the Company's interests in material subsidiaries
are set out in note 33 on page 157.

Borrowing powers

In terms of the Articles of Association, the Group has
unlimited borrowing powers. At 30 June 2006, borrowings
were R756.7 million (2005; RG70.4 million),

Litigation

There are no current, pending or threatened legal or arbitration
proceedings that may have, or have had in the previous
12 months, a material effect on the Group's financial position.

Going concern

The directors are of the opinion that the business will be a

going concern in the year ahead. In reaching this opinion, the

directors considered the following factors:

- strong positive cash flows from trading;

- no recurring operating losses;

+ well-controlled working capital and good quality inventory;

- approved short- and longterm financing, with sufficient
additional shortterm borrowing capacity if required;

- key executive management is in place,

- there have been no material changes that may effect the
Group in any of our customer, product or geographic
markets; and

+ budgets to June 2007 reflect a continuation of the above
positive issues.

Address
The Company’s registered office and postal address are shown
on the inside back cover of this annual report.

Significant events

The Competition Tribunal/Commission prohibited the pending
acquisition of the Moresport sporting speciality group in April
2008, and the parties determined not to appeal the decision.

Subsequent events

Pursuant to the 51% interest acquired in De La Rey in 2005,
the parties brought forward the subsequent planned buy-out
and the Company acquired the remaining 49%, effective
1 July 2006.

The Company's Broad-hased Empowerment Equity issue to all
the Massmart Group’s qualifying permanent staff, approved
by shareholders in July 2006, became effective on 1 October
2006. Details of this BEE transaction were published in the
circular issued to shareholders dated 15 June 2006.

No other material facts or circumstances have occurred
between 30 June 2006 and the date of this report.

On behalf of the Board

Aubrey Cimring
Company Secretary
17 October 2006
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_Consolidated Income Statement

for the year ended 30 June 2006
Group
2005
2005 As previously
2006 Restated reported
Notes Rm Rm Rm

Continuing operations .

Revenue 5 30 080.6 25617.1 25 764.8

Sales 29 963.6 25 5815 25 632.8

Cost of sales (24 850.0) (21 202.0} {21 988.7)

Gross profit 5 313.6 4 179.5 3644.1

Other income 5 117.0 135.6 132.0

Depreciation and amortisation (202.9) (157.5) (155.9)

Impairment of assets 12 (5.4) - -

Employment costs (2 079.0) {1 €56.7) {1 634.0)

Occupancy costs (740.5) (€44.0) (643.3)

Net operating costs (1074.7) {864.6) (321.7)

Operating profit 6 13281 992.3 10212
Finance costs {95.9) {69.1) (67.7)
Finance income 63.7 48.9 48.5

Net interest paid (32.2) {20.2) (19.2)

Profit before taxation 1 2959 972.1 1 002.0

Taxation 7 (444.6) (307.5) (310.9)

Profit for the year from continuing operations 851.3 664.6 691.1

Discontinued operation 3
Profit/(loss) for the year — Furnex 3.7 (82.1) {82.1)
Loss on disposal of Furnex (1.8) - -

Profit for the year 853.2 5325 609.0

Attributable to:

Equity holders of the parent 828.5 530.1 606.8
Minority interest 21 24.7 2.4 2.2
853.2 532.5 609.0

Earnings per share {cents)

Basic 9 415.3 291.5 304.9
Basic EPS from continuing operations 4143 332.8 346.2
Basic EPS from discontinued operation 1.0 {(11.3) (41.3)

Diluted basic 9 404.4 2815 294.6
Diluted basic EPS from continuing operations 403.4 321.3 334.4
Diluted basic EPS from discontinued operation 1.0 {39.8) (39.8)

Dividend /distribution per share (cents)

Interim 130.0 1:1.0 111.0

Final 80.0 ¥2.0 72.0

Total 8 210.0 183.0 183.0
Headline earnings 9 836.6 651.9 678.6
Headline EPS (cents) 9 419.3 327.6 341.0
Diluted headline EPS (cents} 9 408.3 316.4 329.3

2005 has been restated for IFRS and other adjustments. Details!can be found in note 2 on pages 124 and 125.
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onsolidated Balance Sheet

as at 30 June 2006

Group

2005
2005 As previously
2006 Restated reported

Notes Rm Rm Rm
Assets

Non-current assets 30341 2769.6 27417
Property, plant and equipment 10 944.3 802.6 918.9
Goodwili 11 1196.4 1 149.9 1149.9
Other intangibles 12 102.3 111.5 -
Investments : 13 190.9 155.4 159.0
Other financial assets 14 190.7 119.7 119.7
Deferred taxation 15 409.5 430.5 3942
Current assets 6 584.3 536386 53475
Inventories 16 32210 2677.0 2 658.0
Trade receivables and prepayments 17 1770.0 1 836.9 1840.6
Taxation 151.7 7.8 7.8
Cash and cash equivalents 14416 8419 841.1
Total assets 9 618.4 8133.2 8 089.2

Equity and liabllities
Capital and reserves 1901.8 1521.3 1616.2
Share capital 18 2.0 2.0 2.0
Share premium 19 262.6 2004 209.4
| Non-distributable reserves 20 143.4 1221 100.0
' Retained profit 14938 1 187.8 1304.8
Minority interest 21 50.6 377 36.5
Total equity 19524 1 559.0 1 652.7
Non-current liabilities 11338 744.5 741.7

Non-current liabilities:
— Interest-bearing 22 519.7 140.0 139.8
- Interest-free 22 474.7 471.0 471.0
Non-current provisions 23 42.2 334 33.4
Deferred taxation 15 97.2 100.1 97.5
Current liabilities 6 532.2 5829.7 56948
Trade and other payables 5 875.7 5 001.7 4 8725
Provisions 24 5.3 6.5 6.5
Taxation ; 4109 287.7 287.0
Current borrowings 22 175.0 96.7 96.7
Cash and cash equivalents 65.3 437.1 432.1
Total equity and labllities 96184 8 133.2 8 088.2

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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_Consolidated Cash Flow Statement

for the year ended 30 June 2006

Group

2005

2005 As previously

2006 Restated reported

Notes Rm Rm Rm

Cash flow from operating activities .

Cash flow from trading 341 1543.6 1136.5 11487

Working capital movements { 34.2 260.4 110.5 97.9
Cash generated from operations 1804.0 1247.0 1246.6
Interest received 63.8 50.8 50.4
Interest paid (96.5) 172.8) {71.4)
Investment income ' 34.6 35.2 35.2
Taxation paid ) 34.3 (487.4) (337.5) (334.4)
Dividends received | 3.2 - -
Dividends/distribution paid to shareholders l (402.8) (416.4) (416.4)
Net cash inflow from operating actlvities ‘ 918.9 526.3 510.0
Cash flow from investing activities

Investment to maintain operations 34.4 (178.5) (256.1) (255.8)
Investment to expand operations 345 (184.1) (157.6) (156.4)
Proceeds on disposal of property, plant and equipment 34.6 83 51 5.1

Investment in businesses/subsidiaries 34.7 - (685.0) {685.0}
Disposal of subsidiary 34.8 25.7 - -

Loans and other investments {130.9) (16.9) {16.9)
Net cash outflow from Investing activitles | (459.5) (1 110.5) (1 109.0)
Cash flow from financing activities

Shares issued (net of costs) 71.5 18.8 18.8

Increase/{decrease) in noncurrent liabilities 487.0 (73.5) (73.5)
(Decrease)/increase in current borrowings {34.2) 2.6 2.6

(Acquisition)/sale of treasury shares (18.3) 29.5 29.5

Net cash inflow/(outflow) from financing activities l 506.0 (22.6) (22.6)
Net Increase/(decrease) in cash and cash equivalents 965.4 (626.8) (621.6)
Foreign exchange losses taken to statement of changes in eguity 6.1 5.4 5.4

Cash and cash equivalents at the beginning of the year 404.8 1 02€.2 10252

Cash and cash equivalents at the end of the year ‘ 34.9 1376.3 404.8 409.0

2005 has been restated for IFRS and other adjustments. Details chn be found in note 2 on pages 124 ang 125.
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for the year ended 30 June 2006

——_onsoliaated Statement or Changes in Equity

Group
Equity
attribut-
able
Non- Share- to equity
- distri- based holders
Share Share butable payment Retained of the Minority
capital premium reserves* reserve* profit parent interests Total
Rm Rm Rm Rm Rm Rm Rm Rm
Balance as at 30 June 2004 2.0 356.4 101.5 - 969.9 |[1429.8 317 14615
Prior period adjustment ** - - 1.2 9.0 {90.3) (80.1) 1.7 {78.4)
Balance as at 30 June 2004 restated 2.0 356.4 102.7 9.0 879.6 |1 349.7 334 13831
Profit for the year restated ** - - - - 580.1 580.1 - 580.1
Exchange differences and hyperinflation
movements - - (0.6) - - (0.6) - (0.6)
Transfers from/to retained profit arising
as a resuit of:
- release of deferred taxation on trademarks - - {6.0) - 6.0 - - -
- share trust loss - - - - (56.8) (56.8) - (56.8)
Shares issued {net of costs) - 18.8 - - - 18.8 - 18.8
Changes in minority interests - - - - - - 6.7 6.7
Income attributable to minorities - - - - - - 2.4 2.4
Distribution to minorities - - - - - - (4.8) {4.8)
Dividends declared (note 8) - - - - {221.1)| (221.1) - (221.1)
Share premium distribution to shareholders - {195.3} - - - | (1985.3) - (1985.3)
Share-hased payment expense - - - 17.0 - 17.0 - 17.0
Treasury shares sold L 295 - - - 295 - 29.5
Balance as at 30 June 2005 2.0 209.4 96.1 26,0 1187.8 15213 37.7 15590
Profit for the year - - - - 828.5 828.5 - 828.5
Exchange differences and hyperinfiation
movements - - 9.7 - 0.1 9.8 - 9.8
Transfers from/to retained profit arising
as a result of:
- release of deferred taxation on trademarks - - (5.8) - 58 - - -
- share trust loss - - - - (91.9) (91.9) - {91.9)
Reduction of deferred tax asset - - - - {33.7) (33.7) - {33.7)
Shares issued (net of costs) - 71.5 - - - 71.5 - 71.5
Changes in minority interests - - - - - - (G.4) (0.4}
Income attributable to minorities - - - - - - 24.7 24.7
Distribution to minorities - - - - - - (11.4) (11.4)
Dividends declared (note 8) - - -~ - (402.8)] (402.8) - {402.8)
Share-based payment expense - - - i7.4 - 17.4 - 17.4
Treasury shares acquired - {18.3) - - - (18.3) - (18.3)
Balance as at 30 June 2006 2.0 262.6 100.0 43.4 14938 19018 50.6 19524

* These reserves have been combined in the balance sheet as non-distributable reserves.

** These amounts have been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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Notes to the Consolidated Annual Financial Statements

for the year ended 30 June 2006

Accounting pelicles

Basis of accounting

The financial statements have been prepared on the
historical cost basis modified by the restatement of
financial instruments to fair value.

The financial statements have been prepared in
accordance with International Financial Reporting
Standards (IFRS) for the first time. The principal
accounting policies adopted are set out below.

These policies have been consistently applied except
as indicated in note 2 on pages 124 and 125.

Basls of consolidation

The Group annual financial statements incorporate the
annual financial statements of the Company and
the entities it controls. Control is achieved where the
Company has the power to govern the financial and
operating policies of an investee entity so as to obtain
benefits from its activities. The operating results of the
subsidiaries are consolidated from the date on which
effective control is transferred to the Group and up to
the effective date of disposal.

Separate disclosure is made of minority interests
where the Group's investment is fess than 100%.
Minority interests consist of the amount of those
interests at the date of the original business
combination and the minority’s share of changes in
equity since the date of the combination. Losses
applicable to the minority’s interest in the subsidiary's
equity are allocated against the interest of the Group
except to the extent that the minority has a binding
obligation and is able to make an additional investment
to cover the losses.

Inter-company transactions and balances, income and
expenses have been eliminated on consolidation.

Business combinations

The acquisition of subsidiaries is accounted for using
the purchase method. The cost of the acquisition is
measured at the aggregate of the fair values, at the
date of exchange, of assets given, liabilities incurred or
assumed, and equity instruments issued by the Group
in exchange for control of the acquiree, plus any costs
directly attributable to the business combination. The
acquiree’s identifiable assets, liahilities and contingent
liabilities that meet the conditions for recognition under
IFRS 3 Business Combinations are recognised at their
fair values at the acquisition date, except for non-
current assets (or disposal groups) that are classified
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as held for sale in accordance with IFRS 5 Non-Current
Assets Held for Sale and Discontiaued Operations, which
are recognised and measured at fair value less costs
to sell.

The interest of minority shareholders in the acquiree is
initially measured at the minoritys proportion of the net
fair value of the assets, liabiities and contingent
liabilities recognised.

Where necessary, adjustments are made to the
financial statements of subsiciaries to bring the
accounting policies used into line with those used by
the Group.

Segmental information

The Group is organised into four divisions for
operational and management purposes. Massmart
reports its primary business segment information on
this basis and on a secondary basis by significant
geographical region based on location of assets.

Comparative figures

When an accounting policy is altered, comparative
figures are restated if required by the applicable
accounting statement and where material. Details of
these restatements have been included in the relevant
notes to the annuali financial statements.

Interests In assoclates

An associate is an enterprise over which the Group has
significant influence, and that is neither a subsidiary nor
an interest in a joint venture. Significant influence is the
power to participate in the financial and operating policy
decisions of the investee but is not contro! or joint
control over those policies.

The results, assets and liabilities of associates are
incorporated in these financial statements using the
equity method of accounting, except when the
investment is classified as hefd for sale, in which case
it is accounted for under IFRS 5 Non-Current Assets Held
for Sale and Discontinued Operations. The carrying
amount of such interests is reduced to recognise any
decline, other than a temporary decline, in the value of
individual investments. The carrying amount reflects
the Group's share of net assets of the associate
and includes any goodwill on acquisition, less any
impairment in the value of individual iavestments.

Any excess of the cost of acquisition over the Group’s
share of the fair vaiues of the identifiabie net assets of
the associate at the date of acquisition is recognised
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as goodwill. The goodwill is included within the carrying
amount of the investment and is assessed for
impairment as part of the investment. Any deficiency of
the cost of acquisition below the Group's share of the
fair values of the identifiable net assets of the
associate at the date of acquisition (i.e. discount on
acquisition) is credited to profit and loss in the period
of acquisition.

Where a Group enterprise transacts with an associate
of the Massmart Group, unrealised profits and losses
are eliminated to the extent of the Group's interest in
the relevant associate, except where unrealised
losses provide evidence of an impairment of the asset
transferred.

Goodwill

Goodwill arising on consolidation represents the excess
of the cost of acquisition over the Group’s interest in
the net fair value of the identifiable assets, liabilities
and contingent liabilities of a subsidiary, associate or
jointly controlied entity at the date of acquisition.
Any deficiency of the cost of acquisition below the
fair values of the identifiable net assets acquired
{i.e. discount on acquisition) is credited to profit and
loss in the period of acquisition.

Goodwill is initially recognised as an asset at cost and is
subsequently measured at cost less any accumulated
impairment losses. For the purpose of impairment
testing, goodwill is allocated to each of the Group’s cash-
generating units expected to benefit from the synergies
of the combination. Cash-generating units to which
goodwill has been allocated are tested for impairment
annually, or more frequently when there is an indication
that the unit may be impaired. If the recoverable amount
of the cash-generating unit is less than the carrying
amount of the unit, the impairment loss is allocated first
to reduce the carrying amount of any goodwill allocated
to the unit and then to the other assets of the unit pro-
rata on the basis of the carrying amount of each asset
in the unit. An impairment loss recognised for goodwill is
not reversed in a subsequent period.

On disposal of a subsidiary, associate or jointly
controlled entity, the attributable amount of goodwill is
included in the determination of the profit or loss on
disposal.

The Group's policy for goodwill arising on the acquisition
of an associate is described under *“Interests in
associates” above.
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Non-current assets held for sale

Non-current assets and disposal groups are classified
as held for sale if their carrying amount wili be
recovered through a sale transaction rather than
through continuing use. This condition is regarded as
met only when the sale is highly probable and the asset
{or disposal group) is available for immediate sale in its
present condition. Management must be committed to
the sale which should be expected to qualify for
recognition as a completed sale within one year from
the date of classification.

Non-current assets {(and disposal groups) classified as
held for sale are measured at the lower of the assets’
previous carrying amount and fair value less costs
to sell.

Property, plant and equipment

Freehold tand is shown at cost and is not depreciated.
Property, plant and equipment is shown at cost less
accumulated depreciation, and reduced by any
accumulated impairment losses.

Property cost includes professional fees and, for
qualifying assets, borrowing costs capitalised in
accordance with the Group's accounting policy.
Depreciation of these assets, on the same basis as
other property assets, commences when the assets are
ready for their intended use.

Where expenditure incurred on property, plant and
equipment will lead to future economic benefits
accruing to the Group, these costs are capitalised.
Repairs and maintenance are expensed as and when
incurred,

Depreciation is charged so as to write off the cost of
assets, other than land, over their estimated useful
lives, using the straightline method, on the following
bases:

+ Buildings 50 years
- Fixtures, fittings, plant, equipment

and motor vehicles 4 to 8 years
+ Computer equipment 3 to 8 years

+ Leasehold improvements Lease period
Useful life and residual value is reviewed annually and
the prospective depreciation is adjusted accordingly.

Assets held under finance leases are depreciated over
their expected useful lives on the same basis as owned
assets or, where shorter, over the term of the relevant
lease.




The gain or loss arising on the disposal or retirement of
an asset is determined as the difference between the
sale proceeds and the carrying amount of the asset and
is recognised in income.

Internally-generated Intangible assets — research and
development expenditure

Expenditure on research activities is recognised as an
expense in the period in which it is incurred.

internally-generated intangible assets are amortised on
a straight-line basis over their estimated useful lives.
Where no internally-generated intangible asset can
be recognised, development expenditure is charged to
profit or loss in the period in which it is incurred.

Intanglbie assets

Trademarks are measured initially at purchased cost
and are amortised on a straight-line basis over their
estimated useful lives.

Amortisation is charged so as to write off the cost of
assets over their estimated useful lives, using the
straight-line method, on the following bases:

» Computer software 310 8 years

Useful life is reviewed annually and the prospective
depreciation is adjusted accordingly.

Impairment of assets excluding goodwill

At each balance sheet date, the Group reviews the
carrying amounts of its tangibie and intangible assets
to determine whether there is any indication that those
assets may be impaired. If any such indication exists,
the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss
(if any). Where it is not possible to estimate
the recoverable amount for an individual asset, the
recoverable amount is determined for the cash-
generating unit to which the asset belongs.

The recoverable amount is the higher of fair value less
costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to
their present value using a discount rate that reflects
current market assessments of the time value of money
and the risks specific to the asset.

If the recoverable amount of an asset {or cash-
generating unit) is estimated to be less than its carrying
amount, the carrying amount of the asset (cash-
generating unit) is reduced to its recoverable amount.
Impairment losses are recognised as an expense
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immediately, unless the relevani asset is carried at a
revalued amount, in which case :he impairment loss is
treated as a revaluation decreas:e.

Where an impairment loss subsequently reverses, the
carrying amount of an asset {cash-generating unit) is
increased to the revised estimate of its recoverable
amount. This is done so that the increased carrying
amount does not exceed the carrying amount that
would have been determined had no impairment loss
been recognised for the asset (cash-generating unit) in
prior years. A reversal of an impairment loss is
recognised immediately in profit or loss, unless the
relevant asset is carried at a revaiued amount, in which
case the reversal of the impairment loss is treated as a
revajuation increase.

Revenue recognition

Revenue of the Group comprises net sales, royalties,
franchise fees, interest received, investment income,
finance charges, property rentals, management and
administration fees and dividends and excludes Value
Added Tax. Revenue is measured at the fair vaiue of the
consideration received or receivable and represents
amounts receivable for goods and services provided in
the normalt course of business, net of discounts and
sales related taxes.

Sales of goods are recognised when goods are
delivered and title has passed.

Interest income is accrued on a tima basis, by reference
to the principal outstanding anc the interest rate
applicable.

Dividend income from investments is recognised when
the shareholders’ rights to receive payment have been
established.

Other revenue is recognised on the accrual basis in
accordance with the substance of the relevant
agreements.

Leasing

Leases are classified as finance leases whenever
the terms of the lease transfer substantially all the
risks and rewards of ownership to the lessee. All other
leases are classified as operating leases.

Assets held under finance leases are capitalised at
their fair value at the inception of the tease or, if lower,
at the present value of the minimura lease payments.
The corresponding liability to the lessor, net of finance
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charges, is included in the balance sheet as a finance
lease obligation. Lease paymenis are apportioned
between finance charges and reduction of the lease
obligation so as to achieve a constant rate of interest
on the remaining balance of the Ilability. Finance
charges are charged to profit or loss, unless they are
directly attributable to gualifying assets, in which case
they are capitalised in accordance with the Group's
general policy on borrowing costs (see below).

Rentals payable under operating leases are charged to
income on a straightdine basis over the term of the
relevant lease.

Forelgn currencies

The individual financial statements of each Group entity
are presented in the currency of the primary economic
environment in which the entity operates (i.e. its
functional currency). For the purpose of the consolidated
financiai statements, the results and financial position
of each entity are expressed in the currency, which is the
functional currency of the Group, and the presentation
currency for the consolidated financial statements.

Transactions in currencies other than the Group
reporting currency (South African Rands) are initially
recorded at the rates of exchange prevailing on the
dates of the transactions. In order to hedge its
exposure to certain foreign exchange risks, the Group
has a policy of covering forward all its foreign exchange
liability transactions of a trading nature (see below for
details of the Group’s accounting policies in respect of
such derivative financial instruments).

At each balance sheet date, monetary assets and
liabilities that are denominated in foreign currencies are
retransiated at the rates prevailing on the balance
sheet date. Non-monetary items carried at fair value
that are denominated in foreign currencies are
retranslated at the rates prevailing on the date when
the fair value was determined. Non-monetary items that
are measured in terms of historical cost in a foreign
currency are not retransiated.

Exchange difference arising on the settlement and
retranslation of monetary items are included in profit or
loss for the period. Exchange differences arising on the
retranstation of non-monetary items carried at fair value
are included in profit or loss for the period. However,
where fairvalue adjustments of non-monetary items are
recognised directly in equity, exchange differences
arising on the retranslation of these non-monetary
items are also recognised directly in equity.
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On consolidation, the assets and liabilities of the
Group’s overseas operations (including comparatives)
are transiated at exchange rates prevailing on the
balance sheet date. Income and expense items are
translated at the average exchange rates for the period
unless exchange rates fluctuate significantly. Exchange
differences arising, if any, are classified as equity and
transferred {0 the Group's translation reserve. Such
translation differences are recognised as income or as
expenses in the period in which the operation is
disposed of.

The financial statements (including comparatives) of
foreign subsidiaries and associates that report in the
currency of a hyperinftationary economy are restated in
terms of the measuring unit current at the balance
sheet date before they are translated into South African
Rands.

Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translated at the
closing rate.

Government grants

Government grants for staff training costs are
recognised in profit or loss over the periods necessary
to match them with the related costs and are deducted
in reporting the related expense. income is not
recognised until there is reasonable assurance that the
grants will be received.

Retirement benefit costs -

Payments to defined contribution plans are charged as
an expense as they fall due. There are no defined
retirement benefit ptans in the Group.

Post-retirement healthcare benefit

Post-retirement healthcare benefits are provided by
certain Group companies to qualifying employees
and pensioners. The healthcare benefit costs are
determined through annual actuarial valuations by
independent consulting actuaries using the projected unit
credit method. Such gains or losses are recognised over
the expected remaining working lives of the participating
members, Adjustments are made annually through profit
or loss for provisions held for members who have already
retired. Actuarial gains and losses are recognised in fuli
in the period in which they occur.

Taxation
Income tax expense represents the sum of the tax
currently payable and deferred tax.




The tax charge payable is based on taxable profit for the
year. Taxable profit differs from profit as reported in the
income statement because it excludes items of income
or expense that are taxable or deductible in other years
and it further excludes items that are never taxable or
deductible. The Group's liability for current tax is
calculated using tax rates that have been enacted or
substantively enacted by the balance sheet date.

Deferred taxation is accounted for using the balance
sheet liability method in respect of temporary
differences arising from differences between the
carrying amounts of assets and liabilities in the
financial statements and the corresponding tax bases
used in the computation of taxable profit. In general,
deferred tax liabilities are recognised for all taxable
temporary differences and deferred tax assets are
recognised to the extent that it is probable that taxable
profit will be available against which deductible
temporary differences can be utilised. Such assets and
liabilities are not recognised if the temporary difference
arises from goodwi!! or from the initial recognition (other
than in a business combination) of other assets and
liabilities, which affects neither the tax profit nor the
accounting profit at the time of the transaction.

Deferred tax liabilities are recognised for taxable
temporary differences arising on investments in
subsidiaries and associates, and interests in joint
ventures, except where the Group is able to control the
reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the
foreseeable future.

The carrying amount of deferred tax assets is reviewed
at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable
profits will be available to allow all or part of the asset
to be recovered.

Deferred tax is calculated at the tax rates that are
expected to apply to the period when the asset is
realised or the liability settled. Deferred tax is charged
or credited in the income statement, except when it
relates to items credited or charged directly to equity, in
which case the deferred tax is also dealt with in equity.

Secondary Taxation on Companies {STC) is paid on net
dividends paid and is recognised as a tax charge in
profit or loss in the year it is incurred.

Ary tax on capital gains is deferred if the proceeds of
the sale of the assets are invested in similar assets.
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The tax will ultimately become payable on sale of the
similar asset.

Inventories

Inventories, which consist of merchandise, are valued
at the lower of cost and net realisable value. Cost is
calculated on the weighted-average method. Net
realisable value represents the estimated selling price
less all estimated costs of completion and direct costs
to be incurred in marketing, selling and distribution.

Financiat instruments

Financial assets and financial llabilities are recognised
on the Group's balance sheet when the Group becomes
a party to the contractual provisicns of the instrument.

Trade receivables

Trade receivables are measured initially at fair value,
and are subsequently measured at amortised cost
using the effective interest rate method. Appropriate
allowances for estimated irrecoverable amounts are
recognised in profit and loss when there is objective
evidence that the asset is impaired.

Cash and cash equivalents

Cash and cash equivalents are measured at fair value.
For purposes of the cash flow statement, cash and cash
equivalents comprise cash on hand, deposits held on
call with banks and investmenlts in money-market
instruments that are readily convertible 1o a known
amount of cash and are subject to an insignificant risk
of change in value, net of bank overdrafts.

Investments

investments are recognised and derecognised on a
trade date basis where the purchase or sale of an
investment is under contract whose terms require
delivery of the investment within the timeframe
established by the market concerned, and are initially
measured at fair value, plus directly attributable
transactions costs.

At subsequent reporting dates, dett securities that the
Group has the express intention and ability to hold
to matutity (held-to-maturity debts securities) are
measured at amortised cost using the effective interest
rate method, less any impairment loss recognised to
reflect irrecoverable amounts. An impairment loss is
recognised in profit or foss when there is objective
evidence that the asset is impaired, and is measured
as the difference between the investment's carrying
amount and the present value of estimated future cash
flows discounted at the effective interest rate computed
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at initial recognition. Impairment losses are reversed in
subsequent periods when an increase in the
investment’s recoverable amount can be related
objectively t0 an event occurring after the impairment
was recognised, subject to the restriction that the
carrying amount of the investment at the date the
impairment is reversed shall not exceed what the
amortised cost would have been had the impairment
not been recognised.

Investments other than held-to-maturity debt securities
are classified as either investment held for trading or as
available for sate, and are subsequently measured at
fair value. Where securities are held for trading
purposes, gains and losses arising from changes in fair
vafue are included in profit or loss for the period.
Unrealised gains and losses on available-for-sale
investments are recognised directly in equity untii the
disposal or impairment of the relevant investment, at
which time the cumulative gain or loss previously
recognised in equity is included in the profit or foss for
the period. Impairment fosses recognised in profit or
loss for equily investments classified as available-for-
sale are not subsequently reversed through profit or
loss. Impairment losses recognised in profit or loss for
debt instruments classifled as available-for-sale are
subsequently reversed if an increase in the fair
value of the instrument can be objectively refated to
an event occurring after the recognition of the
impairment loss.

Listed investments are carried at market value, which is
calcutated by reference to stock exchange quoted
selling prices at the close of business on the balance
sheet date.

Financial liabilities and equity

Financial liabilities are classified according to the
substance of the contractual arrangements entered into
and the definitions of a financial liability and an equity
instrument. Debt instruments issued, which carry a
right to convert to equity that is dependent on the
outcome of uncertainties beyond the control of both the
Group and the holder, are classified as liabilities except
where conversion is certain. An equity instrument is any
contract that evidences a residual interest in the assets
of the Group after deducting all of its liabilities.

Financial liabilities, other than derivative instruments,
are recognised at amortised cost, comprising original
debt less principal payments and amortisations.

Financial tabilities include finance lease obligations,
interest-bearing bank loans and overdrafts and trade
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and other payables. The accounting policy for finance
lease obligations is outlined on page 121.

Bank borrowings

interest-bearing bank loans and overdrafts are initially
measured at fair value, and are subsequently measured
at amortised cost, using the effective interest rate
method. Any difference between the proceeds (net of
transaction costs) and the settlement or redemption
of borrowings is recognised over the term of the
borrowings in accordance with the Group's accounting
policy for borrowing costs (see below).

Trade payables

Trade and other payables are initially measured at fair
value, and are subsequently measured at amortised
cost, using the effective interest rate method.

Equity instruments
Equity instruments are recorded at the proceeds
received, net of direct issue costs.

Derivative financial instruments and hedge accounting
The Group's activities expose it primarily to the financial
risks of changes in foreign exchange rates and interest
rates.

The Group uses derivative financial instruments,
including currency forward contracts and options, to
hedge its exposure to interest rate and foreign currency
fluctuations  refating to certain  firm trading
commitments and forecasted transactions. The use of
financial derivatives is governed by the Group's policies
approved by the Board of Directors, which provide
written principles on the use of financial derivatives
consistent with the Group's risk management strategy.
It is the policy of the Group not to trade in derivative
financial instruments for speculative purposes.

Derivative financial instruments are initially measured
at fair value on the contract date, and are re-measured
to fair value at subsequent reporting dates.

Changes in fair value of derivative financial instruments
that are designated and effective as hedges of future
cash flows relating to firm commitments and forecasted
transactions are recognised directly in equity and the
ineffective portion is recognised immediately in profit
and loss. The Group's pelicy with respect to hedging the
foreign currency risk of a firm commitment is to
designate it as a cash flow hedge. If the hedged firm
commitment or forecast transaction results in the
recognition of an asset or liability, then, at the time the




asset or liability is recognised, the associated gains or
losses on the derivative that had previously been
recognised in equity are included in the initial
measurement of the asset or liability. For hedges that
do not result in the recognition of an asset or a lability,
amounts deferred in equity are recognised in profit or
loss in the same period in which the hedged firm
commitment or forecast transaction affects net profit or
loss, for example, when the future sale actually occurs.

Changes in the fair value of derivative financiat
instruments that do not qualify for hedge accounting are
recognised in the income statement as they arise.

Hedge accounting is discontinued when the hedging
instrument expires or is sold, terminated, or exercised,
or no longer qualifies for hedge accounting. At the time,
any cumulative gain or loss on the hedging instrument
recognised in equity is retained in equity until the
forecast transaction occurs. If a hedged transaction is
no longer expected to occur, the net cumulative gain or
loss recognised in equity is transferred to net profit or
loss for the period.

Provislons

Provisions are recognised when the Group has a
present legal or constructive obligation as a result of
past events, and it is probable that the Group will
be required to settle that obligation. Provisions are
measured at the management’s best estimate of the
expenditure required to settle the obligation at
the balance sheet date, and are discounted to present
value where the effect is material.
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Share-based payments

The Group issues equity-settled share-based payments
to certain employees. Equity-settled share-based
payments are measured at fair value {excluding the
effect of non-market-based vesting conditions) at the
date of grant. The fair value determined at the grant
date of the equity-settled share-based payments is
expensed on a straightline besis over the vesting
period, based on the Group's estimate of shares that
will eventually vest and adjusted for the effect of non-
market-based vesting conditions.

Fair value is measured by use of a Binomial model. The
expected life used in the model has been adjusted,
based on management’s best estimate, for the
effects of nontransferability, exercise restrictions, and
behavioural considerations.

Borrowing costs
All other borrowing costs are recognised in profit or loss
in the period in which they are incurred.
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Group
Equity
attribut-
able
Non- Share- to equity
distri- based hotders
Share Share butable payment Retained of the Minority
capital premium reserves reserve profit parent interests Total
Rm Rm Rm Rm Rm Rm Rm Rm
2. IFRS and other adjustments
Previously reported balance as at
| 30 June 2004 2.0 356.4 101.5 - 969.9 [1429.8 317 14615
IFRS adjustment - - 1.2 9.0 (13.6) (3.4) 1.7 (1L.7)
|IFRS 2 Share-based Payment ! - - - 9.0 {9.0) - - -
IAS 21 The Effects of Changes
in Foreign Exchange Rates * - - 1.0 - {11.5)1 (10.5) - {10.5)
IAS 27 Consolidated and
Separate Financial Statements 3 - - 0.2 - 6.9 7.1 1.7 8.8
Other adjustments - - - - (76.7) {(76.7) - (76.7)
Extended warranty * - - - - (59.8)| (59.8) - (59.8)
| Valuation of financial assets ° - - - - (16.9)| (16.9) - (16.9)
|
Restated balance as at
30 June 2004 2.0 356.4 102.7 9.0 879.6 |1 349.7 33.4 1383.1

Previcusly reported balance as

at 30 june 2005 2.0 209.4 100.0 - 13048 |1616.2 36.5 1652.7
IFRS adjustment - - (3.9 26.0 (27.8) (5.7} 1.2 {4.5)
IFRS 2 Share-based Payment * - - - 26.0 {26.0) - - -
IAS 21 The Effects of Changes

in Foreign Exchange Rates * - - 0.6 - {10.1) (9.5) - (9.5)
IAS 27 Consolidated and

Separate Financial Statements * - - (4.5) - 8.3 3.8 1.2 5.0
Other adjustments - - - - (89.2) (89.2) - (89.2)
Extended warranty * - - - - (72.3)| (72.3) - (72.3)
Valuation of financial assets > - - - - (16.9) {16.9} - (16.9)
Restated balance as at

30 June 2005 2.0 200.4 96.1 26,0 11878 115213 37.7 1559.0

See notes on page 127.
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2. IFRS and other adjustments continuved
Previously reported profit attributable to equity holders of the parent for the year ending June 2005 606.8
IFRS adjustment [ (14.2)
IFRS 2 Share-based Payment * ) {17.0)
IAS 21 The Effects of Changes in Foreign Exchange Rates | 1.4

IAS 27 Consolidated and Separate Financial Statements > 1.4
Other adjustments ‘ (12.5)
Extended warranty * ‘ (12.5)
Valuation of financial assets ° . -
Restated profit attributable to equity holders of the pareEnt for the year ending June 2005 580.1

The Group adopted International Financial Reporting Standards (IFRS) effective for the reporting period ended 30 June 2006.
Comparative results have been restated. 1

1 'n accordance with IFRS 2 Share-based Payment, the Group has recognised an expense in the income statement for share
options granted to employees, with a corresponding credit to equity, representing the fair value of outstanding employee
share options. The fair value at grant date is charged to profit or loss over the relevant vesting periods, adjusted to reflect
actual and expected vesting levels. Fair value is determined using the binomiai modet. The IFRS 1 First-time Adoption of
international Financial Reporting Standards exemption was elected, resulting in the inclusion of equity instruments granted
after 7 November 2002 that vested after 1 January 2005 in the valuation. The current year IFRS 2 charge is R17.4 million
{2005: R17.0 million), with no tax relief.

2 International Accounting Standard (IAS) 21 The Effects of Changes in Foreign Exchange Rates introduced the concept
of “functionat currency”. This change primarily affected the accounting for the African operations of Massdiscounters,
where there was a reclassification of certain foreign exchange gains and losses from the income statement to the foreign
currency translation reserve (FCTR) in the balance sheet. The IFRS 1 exemption was elected, which had the effect of
eliminating the FCTR on the date of transition to IFRS (being 1 July 2004).

3 IAS 27 Consolidated and Separate Financial Statements ﬁemovecl the exclusion of a subsidiary from consolidation when
there are severe long-term restrictions that impair a subsﬁdiary’s ability to transfer funds to the parent. As a result, Makro
Zimbabwe has been consolidated retrospectively. Makro Zimbabwe operates in a hyperinflationary emvironment, and thus
the principles of IAS 29 Financial Reporting in Hyperinfiationary Economies have been applied. The financial impact on net
profit attributable to equity holders of the parent for June i2006 is a loss of R1.1 million {R1.4 million profit in 2005},

4 The Group amended its accounting policy for the treatment of extended warranty protection provided on the sale of goods
and products. This was done with guidance from Financial|Accounting Standards Board (FASB) technical bulletin FTB 890-1
Accounting for Separately Priced Extended Warranty and Product Maintenance Contracts which clarified that revenue from
separately priced extended warranty contracts should be deferred and recognised in income on a straight-line basis over
the contract period.

5 In terms of 1AS 39 Financial Instruments: Recognition and Measurement, certain financial assets have bizen present valued
using the effective interest rate method.

The resuits have also been restated following Circular 9/2006 Transactions giving rise to Adjustments to Revenue/Purchases,
issued by SAICA in May 2006. This circutar provided clarity on the accounting treatment for cash discounts, settlement
discounts, rebates and extended payment terms which are in{line with the accounting treatment required by IAS 18 Revenue
and 1AS 2 Inventories. The effect on the Group has been a reallocation increasing other operating costs and reducing cost
of sales by R586.0 million (2005: R523.1 million).

The results have also been restated for the exclusion of Shie!c{’s indirect sales. The effect on the Group has been a decrease
in sales and cost of sales of R371.7 million {(2005: R363.7 million).
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——_Notes to the Consolidated Annual Financial Statements continueda |

for the year ended 30 June 2006

Group
2006 2005
Rm RmM
3. Discontinued operation
Furnex, a chain in the Masscash division, was disposed of during the financial year.
‘ This was done because the rapid roll-out of the smaller-store Game format was beginning
| to compete with Furnex members in regional towns. The effective date of sale was
| 28 February 2006.
| The profit/(loss) for the period from the discontinued operation can be analysed as follows:
Profit/(toss) from Furnex for the period 3.7 {82.1)
Loss on disposal of Furnex {1.8) -
1.9 (82.1)
The results of Furnex for the period from 1 July 2005 to 28 February 2006 were as follows:
Revenue 484.4 928.6
Sales 484.4 928.6
Cost of sales (462.4) (923.7)
Gross profit 220 4.9
Depreciation and amortisation (0.6) (1.0}
Impairment - (72.4)
Employment costs {9.1) {15.4)
Occupancy costs (0.6} (0.9}
Other operating costs (4.7) 0.6
Operating profit 1.0 (84.2)
Gross finance charges {0.6) (3.7}
Finance income 0.1 1.9
Net interest paid (0.5) (1.8)
Profit before taxation 6.5 {86.0)
Taxation (2.8) 39
Profit for year from discontinued operation 3.7 {82.1})
The Furnex cash flows for the year were as follows:
Cash outflow from operating activities (5.8) (116.5)
Cash inflow/(outflow) from investing activities 221 (0.3)
Cash inflow from financing activities - 34.0

The carrying amount of the assets and liabilities of Furnex at the date of disposal are disclosed in note 34.8 on page 160.

Furnex was not affected by any restatements and so only one set of results have been presented for 2005.
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Group

Continuing Discontinued

operations operation Total
Rm Rm Rm

Total consolidated income statement

2006

Revenue 30080.6 484.4 30 565.0
Sales 29 963.6 484.4 30 448.0
Cost of sales (24 650.0} '462.4) (25 112.4)
Gross profit 5 313.6 22.0 5 335.6
Other income 117.0 - 117.0
Depreciation and amortisation {202.9) (0.6) (203.5)
Impairment of assets (5.4) - (5.4)
Employment costs (2 079.0) (9.1) (2 088.1)
Occupancy costs (740.5) {0.6) (741.1)
Net operating costs (1 074.7} {6.5) (1 081.2)
Operating profit i328.1 5.2 13333
Finance costs (95.9) {0.6) {96.5)
Finance income 63.7 0.1 63.8
Net interest paid (32.2) {0.5) {(32.7)
Profit before taxation: 12959 a7 1 300.6
Current tax (402.4) - {402.4)
Deferred tax 2.9 (2.8) 04
Secondary tax on companies {45.1) - {45.1)
Taxation (444.6) (2.8) (447.4)
Profit for the year 851.3 1.9 853.2

The above reflects the effect of the Group's continuing and discontinued operations for 2006.
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for the year ended 30 June 2006

Group
Continuing Discontinued
operations operation Total
Rm Rm Rm
4. Total consolidated income statement continued

2005
Revenue 255171 928.6 26 445.7
Sales 25 381.5 928.6 26 310.1
Cost of sales (21 202.0) (923.7) (22 125.7)
Gross profit 4 179.5 4.9 4 184.4
Other income 135.6 - 135.6
Depreciation and amortisation (157.5) {1.0) {158.5)
Impairment of assets - (72.4) (72.4)
Employment costs {1 656.7) (15.4) {1672.1)
Occupancy costs (644.0) {0.9) (644.9)
Net operating costs (864.6) 0.6 {864.0)
Operating profit 992.3 {84.2) 908.1
Finance costs (69.1}) (3.7} (72.8)
Finance income 48.9 1.9 50.8
Net interest paid (20.2) (1.8) {22.0)
Profit before taxation 972.1 (86.0) 886.1
Current tax (314.2) - (314.2)
Deferred tax 275 {3.9) 314
Secondary tax on companies (20.8) - {20.8)
Taxation (307.5) (3.9) (303.6)
Profit for the year 664.¢ {82.1) 582.5

The above reflects the effect of the Group's continuing and discontinued operations for 2005.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
5. Revenue

Sales 29 963.6 253815 25 632.8
Income from investments 38.9 48.7 48.7
Finance charges 51.3 64.0 64.0
Dividends unlisted investments 59.5 48.7 48,7
Less: Interest paid on a related liabiiity (56.3) {48.7) (48.7)
Rovyalties and franchise fees 19.8 21.2 18.3
Management and administration fees 2.9 0.5 0.5
Property rentais 0.9 1.2 0.5

30 080.6 255171 25 764.8

2005 has been restated for IFRS and other adjustments. Details ¢can be found in note 2 on pages 124 and 125,

The above excludes amounts relating to the discontinued operation. Details can be found in note 3 on page 126.
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Group

2005
2005 As previously
2006 Re:stated reported
Rm Rm Rm
Operating profit
Credits to operating profit include:
Foreign exchange profit 186.4 163.8 163.8
Profit on disposal of property, plant and equipment 25 2.0 2.0
Insurance gain - 7.6 7.6
Net monetary gain on hyperinflation translation 222 7.4 -
Charges to operating profit Include:
Depreciation and amortisation {owned assets).
Buildings 3.6 2.6 26
Fixtures, fittings, plant and equipment 105.3 91.9 91.4
Computer hardware 31.7 19.0 38.8
Computer software 211 205 -
Leasehold improvements 143 10.2 10.0
Motor vehicles 6.6 5.4 5.1
Depreciation and amortisation (leased assets):
Buildings 1.9 1.3 1.3
Fixtures, fittings, plant and equipment 1.1 0.4 0.4
Computer hardware 0.5 1.1 1.1
Motor vehicles 10.8 5.2 5.2
Foreign exchange loss | 153.1 137.0 138.4
Share-based payment expense 174 17.0 -
Operating lease charges:
Land and buildings 587.4 560.9 560.2
Plant and equipment 20.6 18.2 18.0
Computer equipment 10.8 10.7 10.7
Motor vehicles 6.8 6.4 6.4
Loss on disposal of property, piant and equipment 1.4 23 2.3
Fees payable:
Administrative and outsourcing services 154.7 173.6 173.6
Consulting 17.0 17.2 17.2
Auditors’ remuneration:
Current year fee 10.0 8.3 7.7
Prior year underprovision 0.3 0.4 0.4
Tax advice 1.4 1.7 1.7
Consulting and business reviews 11 1.8 1.8

2005 has been restated for IFRS and other adjustments. D'etails can be found in note 2 on pages 124 and 125.

The above excludes amounts relating to the discontinued operation. Details can be found in note 3 on page 126.

|
|
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for the year ended 30 June 2006

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
7. Taxation
Current year
South African normal tax:
Current tax 376.5 286.2 286.2
Deferred tax {3.5) (16.8) (11.7)
Foreign tax:
Current tax 14.0 20.6 18.6
Deferred tax {9.5) (10.9) (10.6)
Secondary tax on companies 45.1 19.8 19.8
Tax effect of participation in export partnerships 21 3.0 3.0
Total 424.7 301.9 305.3
Prior years under/(over) provision:
South African normal tax:
Current tax 8.8 3.8 38
Deferred tax {9.49) 0.2 02
Foreign tax; i
Current tax 1.0 0.6 0.6
Deferred tax (impairment of deferred tax assets} 195 |
Secondary tax on companies - 1.0 1.0
19.9 56 5.6
444.6 307.5 310.9

Two companies in the Group participate in export partnerships. As the companies are liable for the tax effect of the
participation, the amount is classified as a tax charge.

Following the introduction of Capital Gains Tax, all significant assets (including business units) were valued for submission
to the authorities with the first tax return submitted after 30 September 2004. During the current reporting period no
significant capital gaing or losses, other than the Furnex disposal, were realised,

% % %

The rate of taxation is reconciled as follows:
Standard corporate tax rate 29.0 29.0 29.0
Exempt income (2.2) (3.9) (3.3)
Disallowable expenditure 2.4 1.8 1.5
Withholding taxation - 0.2 0.2
Prior year under-provision {including impairment) 1.5 0.6 0.6
Secondary tax on companies 3.2 2.2 2.2
Other 0.4 1.3 0.8
Effective rate 34.3 31.6 31.0

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

The above excludes amounts relating to the discontinued operation. Details can be found in note 3 on page 126.
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Group

‘ 2005
| 2005 As previously
| 2006 Restated reported
| Rm Rm RmM
8. Dividends/distribution paid to shareholders
Final cash distribution No. 11 {2005: No. 9) 143.7 195.3 195.3
Interim cash dividend No. 12 {2005: No. 10) 259.1 2211 221.1
Total dividend/distribution paid 402.8 416.4 416.4
No. 11 of 72 cents declared on 24 August 2005 and paic'i on 19 September 2005 (R143.7 million).
No. 12 of 130 cents declared on 22 February 2006 and {)aid on 20 March 2006 (R259.1 million).
No. 13 of 80 cents deciared on 23 August 2006 and paia on 18 September 2006 (R160.8 million).
Distribution No. 9 was paid by way of a reduction of shareL premium as per note 19.
| Group
2005
| 2005 As
| As 2005 previously
2005 previously 2006 Restated  reported
2096 Restated  reported Cents/ Cents/ Cents/
I?m Rm Rm share share share
‘ 9. Earnings per share
Attributabte and headline earnings per share
‘ The calculation of attributable and headline
earnings per share is based on a weighted
average of 199 506 551 (2005: 199 010 072)
ordinary shares.
The calculation is reconciled as follows:
Profit attributable to the equity holders
of the parent 828.5 580.1 606.8 415.3 291.5 304.9
Adjustments after taxation and minorities:
(Profit)/1oss on disposal of movable assets (0.8) 0.2 0.2 (0.4) 0.1 0.1
Insurance gain - (1.7) (1.7} - (0.9} {0.9)
Loss on sale of investment in prior year - 0.9 0.9 - 05 0.5
Write-off of costs incurred on failed acquisition 3.3 - - 1.6 - -
Loss on disposal of discontinued operation 1.8 - - 0.9 - -
impairment of assets 38 72.4 72.4 1.9 36.4 36.4
Headline earnings 836.6 651.9 678.6 419.3 3276 341.0
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for the year ended 30 June 2006

Group
2005
2005 As
As 2005 previously
2005 previously 2006 Restated reported
2006 Restated reported Cents/ Cents/ Cents/
Rm Rm Rm share share share

9. Earnings per share continued
Diluted attributable and diluted headline
earnings per share
The calculation of diluted attributable and
diluted headline earnings per share is based
on a weighted average of 204 885 706
(2005: 206 059 750) ordinary shares.
The calculation is reconciled as follows:
Profit attributable to the equity holders of the parent 828.5 580.1 606.8 415.3 291.5 304.9

Adjustment for impact of issuing ordinary shares - - - {10.9) {10.0) (10.3)
| Diluted attributable earnings 828.5 580.1 606.8 404.4 281.5 2946
' Headline earnings 836.6 651.9 678.6 419.3 327.6 341.0
Adjustments for impact of issuing ordinary shares - - - (11.0) {11.2) (11.7)
Diluted headline earnings 836.6 651.9 678.6 408.3 316.4 329.3
2006 2005
Welghted average shares outstanding Number of shares Number of shares
Weighted average shares outstanding for basic and headline earnings per share 199 506 551 199 010 072
Potentially dilutive ordinary shares resulting from options outstanding 5 379 155 7049678 |

Weighted average shares outstanding for diluted and diluted headline |
earnings per share 204 885 706 206 059 750

2005 has been restated for [FRS and other adjustments. Details can be found in note 2 on pages 124 and 125,
The above excludes amounts relating to the discontinued operation. Details can be found in note 3 on page 126.

Group
Cost/carrying Accumulated Net book
value depreciation value
Rm Rm Rm
10Q. Property, plant and equipment
2006
Owned assets
Freehold land and buildings 167.7 11.5 156.2
Fixtures, fittings, plant and equipment 1012.7 570.2 442.5
Computer hardware 204.2 129.6 74.6
Leasehold improvements 211.0 44.7 166.3
Motor vehicles 40.7 17.6 23.1
1636.3 773.6 862.7
Capitalised leased assets
Freehold land and buildings 495 3.2 46.3
Fixtures, fittings, plant and equipment 5.0 2.0 3.0
Computer hardware 0.6 0.3 0.3
Motor vehicles 46.7 14.7 32.0
101.8 20.2 81.6
Total 17381 793.8 944.3
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Group

Cost/carrying Accurnulated Net book

value depreciation value
Rm Rm Rm
10. Property, plant and equipment continued
2005 (Restated for IFRS)
Owned assets
Freehold land and buildings 157.5 7.8 149.7
Fixtures, fittings, plant and equipment 807.9 464.3 3436
Computer hardware 164.9 96.8 68.1
Leasehold improvements 167.4 31.2 136.2
Motor vehicles 29.8 12.7 17.1
13275 612.8 714.7
Capitalised leased assets
Freehold land and buildings 49.5 1.3 48.2
Fixtures, fittings, plant and equipment 6.5 1.0 5.5
Computer hardware 4.6 4.1 05
Motor vehicles 41.5 7.8 33.7
L 102.1 14.2 87.9
Total 1429.6 327.0 802.6
2005 (As previously reported)
Owned assets
Freehold land and buildings 157.5 7.8 149.7
Fixtures, fittings, plant and equipment 810.6 164.2 346.4
Computer hardware 322.3 143.8 178.5
Leasehold improvements 169.4 29.9 138.5
Motor vehicies 27.8 11.6 16.2
1487.6 657.3 830.3
Capitalised leased assets
Freehold tand and buildings 49.5 1.3 48.2
Fixtures, fittings, plant and equipment 7.3 1.1 6.2
Computer hardware 4.6 4.1 0.5
Motor vehicles 41.5 7.8 33.7
102.9 14.3 88.6
Total 15905 6716 2189

A register of land and buildings as required by the Companies Act is available for inspection by members at the registered
offices of the companies in the Group.

Certain capitalised leased property, plant and equipment is encumbered as per note 22 on pages 143 and 144.

2005 has been restated for IFRS and other adjustments. [?etails can be found in note 2 on pages 124 and 125.
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for the year ended 30 June 2006

Group
Opening De- De-
net book Opening Additions preciation preciation  Foreign Closing
value as IFRS  net book through continuing dis- exchange Re- net
previously  restate- value Addi-  acqur opera continued gain/  classifi Write- book
reported ment  restated tions  sitions Disposals tions operation (loss) cations offs value
Rm Rm Rm Rm Am Rm Rm Rm Rrm Rm Rm Rm
10. Property, plant and
equipment continued
Reconciliation of property,
plant and equipment
2006
Owned assets
Freehold jand and buildings  149.7 - 149.7 114 - [{03) (3.6) - {10} - - 156.2
Fixtures, fittings, plant
and equipment 346.4  (2.8) 3436 199.2 -  (16)(1053) (0.1) 5.4 17 (0.4) 4425
Computer hardware 1785 {(1104) 681 359 - - {317 - 8.2 0.2 (01) 746
Leasehold improvements 1335 (3.3) 136.2 422 - (2.2) (14.3) - 44 - - 166.3
Motor vehicles 16.2 09 171 134 - (1.8) (68) (0.2) 0.2 1.2 (0.2) 231
830.3 (115.6) 714.7 3021 -  {59)(1687.5) (0.3) 17.2 31 {0.T) 8827
Capitalised leased assets
Freehold land and buildings 48.2 - 482 - - - 19 - - - - 463
Fixtures, fittings, plant
and equipment 62 (0.7) 55 0.3 - - (131) - - (1.7 - 3.0
Computer hardware 0.5 - 0.5 0.5 - - {0.5) - - (0.2) - 0.3
Motor vehicles 33.7 - 337 14 - {1.3) (10.8) - 0.2 (1.2) - 320
886 (0.7) 879 122 - (1.3} (24.3) - 0.2 (33) - 816
Total 918.9 (116.3) 802.6 314.3 - (7.2} (1818) (0.3) 174 - {0.7) 9443
2005
Owned assets
Freehold tand and buildings 72.0 - 720 204 558 - (2.6} - (0.6) 4.7 - 1497
Fixtures, fittings, plant
and equipment 283.5 {0.9) 2826 1450 115 {(1.0) (91.8) (0.1) (2.5) - - 3436
Computer hardware 104.8 (74.8) 30.0 529 6.0 (1.5) (19.0) (0.1} (0.2) - - 681
Leasehold improvements 69.6 (0.8) 688 801 2.6 (1.3) (10.2) - {3.8) - - 136.2
Motor vehicles 156 20 176 4.3 3.1 (1.1) {54 (0.3) {1.1) - - 174
5455 (74.5) 471.0 3027 79.0 (4.9) (129.1) (05 (8.2 4.7 - 7147
Capitalised leased assets
Freehoid land and buildings 146 - 146 396 - - {13) - - (4.7) - 48.2
Fixtures, fittings, plant
and equipment 2.3 Q.70 1.6 - 4.3 - {0.4) - - - - 55
Computer hardware 1.2 - 1.2 - 0.4 - {13) - - - - 0.5
Motor vehicles 6.5 - 6.5 95 233 (0.4) (5.2 - - - - 337
24.6 (0.7) 238 491 280 (0.4) (8.0 - - {4.7) - 879
Total 5701 (75.2) 4949 3518 107.0 (8.3) (437.1) (0.5 (8.2 - - 80286

The write-off in the current period relates to the CBW Mkuze store which was destroyed by fire.

The Group has reviewed the residual values and useful lives of the assets for the purposes of depreciation. There were no material
adjustments in the current period.

There is no investment property in the Group and all assets are held at historical cost.
2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Depreciation has been split for continuing and discontinued operations. Details on the discontinued operation can be found in note 3 on
page 126.
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
11. Goodwill

Cost/carrying value 14415 1395.0 1 395.0
Accumulated impairment/amortisation {245.1) (245.1) (245.1}
Net book value 1196.4 11481 11491
Reconciliation of goodwilli:
At the beginning of the year 11499 616.7 616.7
Additions 46.3 608.0 608.0
Impairment on discontinued operation - (72.4) {(72.4)
Exchange differences 0.2 (2.4) (2.4)
At the end of the year 1196.4 1149.9 1149.9
Goodwill acquired in a business combination is allocated, at acquisition,
to the cash generating units {CGUs) that are expected to benefit from that
business combination. Before recognition of impairment losses, the carrying
amount of significant goodwill had been allocated as follows:
Jumbo Cash & Carry (Pty) Limited and Browns & Weirs

Cash & Carry Holdings (Pty) Limited 248.2 248.2 248.2
CCW Wholesalers (Pty} Limited 168.5 158.2 158.2
Builders Warehouse (a division of Masstores (Pty) Limited) 187.5 176.0 176.0
Federated Timbers (Pty) Limited ) 336.9 336.9 336.9

The Group tests goodwill annually for impairment, or more frequently if there are indications that goodwill might be impaired.

When testing goodwill for impairment, the recoverable amounts of the CGUs are determined as the lower of value in use and
fair value less costs to seifl. The key assumptions for the value in use calculations are those regarding discount rates, growth
rates and expected changes to selling prices and direct costs during the period. Management estimates discount rates using
rates that reflect current market assumptions of the time value of money and the risks specific to the CGUs. The growth
rates are based on industry growth forecasts. Changes in selling prices and direct costs are based on past praclices and
expectations of future changes in the market.

The Group prepares cash flow forecasts based on the CGUs June 2006 results for the next five years. A terminal value is
calculated based on an estimated growth rate of 3%. This rate does not exceed the average long-term growth rate for the
relevant markets.

The rate used to discount the forecast cash flows is 14%.

An impairment loss of R72.4 million was recorded in Masscash in the prior year due to the reduced profitability of the Furnex
business model. No impairment was recognised in the current year.

The 2005 goodwill values were not restated for IFRS as IFRS 3 Business Combinations was already applicable to the June
2005 annual report when these amounts where reported. Details on IFRS and other adjustments can be found in note 2 on
pages 124 and 125.

Impairment has been split for continuing and discontinued operations. Details on the discontinued operation can be found
in note 3 on page 126.
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for the year ended 30 June 2006

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
12. Other intangible assets
Cost/carrying value 184.3 163.4 -
Computer software 182.3 163.4 -
Trademarks 2.0 - -
Accumulated amortisation {82.0) {51.9) -
Computer software (82.0) (51.9) -
Trademarks - - -
|

Net book value 102.3 111.5 -

Reconciliation of other intangible assets:
At the beginning of the year 111.5 76.7 -
Additions 26.1 53.3 -
Additions through acquisitions - 2.8 -
Amortisation - continuing operations (21.1) {20.5) -
Amortisation - discontinued operations {0.3) (0.5) -
Exchange differences and hyperinflation movements {8.5) (0.3) -
impairment losses (5.4) - -
At the end of the year 102.3 111.5 -

Trademarks and intangibles were valued as required by IFRS 3 in the prior year.
The impairment of assets in the current year relates to the write-off of IT software at CBW.

Intangible assets are amortised over the estimated useful life of the asset, which, on average, is three years for computer
software and ten years for trademarks,

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Armortisation has been split for continuing and discontinued operations. Details on the discontinued operation can be found
in note 3 on page 126.

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
13. Investments
Investment in associate
Cost of investment in associate - - -
Share of post-acquisition profit, net of dividend received 0.2 - -
0.2 - -
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13. Investments continued
Details of the Group's associate at 30 June 2006 are as follows:

Name of associate Clidet No 484 (Pty) Limited
Place of incorporation and operation South Africa
Proportion of ownership interest 33.3%
Proportion of voting power held 33.3%
Principal activity Investment property
33.3% of the R100 share capita! was purchased for R33. The financial reporting date for Clidet No 484 (Pty) Limited is 30 June.

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
Summarised financial information in respect of the Group’s associate is
set out below:
Total assets 32.1 - -
Total liabilities 316 - -
Net assets 0.5 - -
Group’s share of associate’s net assets 0.2 - -
Revenue 4.8 - -
Profit for the year 05 - -
Group's share of associate’s profit for the year 0.2 - -
The Group's share of associates’ profit for the year has been included in
‘net operating costs’ in the consolidated income statement.
Unlisted investments
Held for trading
investment opening balance 105.0 60.0 60.0
Fair value adjustments taken to income statement 44.4 45.0 45.0
149.4 105.0 105.0
Loans and receivables
Opening balance 1.0 8.9 12.5
Disposals (0.5) - -
Amortisation taken to income statement {1.6) {1.9) {1.9)
4.9 7.0 10.6
Held to maturity
Preference share investment 4205 364.7 364.7
Offset of related long-term liability {384.5) (321.7) (321.7)
Other investments 0.3 0.3 0.3
36.3 43.3 43.3
190.6 155.3 158.9
Listed Investments
Other investments 0.1 0.1 0.1
0.1 0.1 0.1
Total investments 190.9 155.4 159.0

The directors’ value the unlisted investments, net of the offset of the related long-term liability, at R190.6 million (2005:
R155.3 million). The preference share investment represents cumulative preference shares in Fullimput 65 (Pty) Limited.
A long-term liability of the Group is secured by a cession of the preference shares and legal offset is permitted.

For IAS 39 accounting treatment of these investments, see note 35, "Financial risk management”.
2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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__—_Notes 10 the Consolidated Annual Financial statements continued_

for the year ended 30 June 2006

Group
2005
2005 As previously
2006 Restated reported
Rm Rm Rm
14. Other financial assets
Housing loans to the directors and Executive Committee members
of Massmart Holdings Limited:
Balance at the beginning of the year 11 1.1 1.1
Advanced during the year 0.8 - -
Balance at the end of the year 1.9 1.1 i1
Employee share trust loans to the directors and Executive
Committee members of Massmart Holdings Limited:
Balance at the beginning of the year 71.9 €65.4 -
Advanced during the year 838 223 -
Repayments (11.2) {15.8) -
Balance at the end of the year 144.5 71.9 -
Other employee loans:
Housing and staff loans 5.0 5.0 5.0
Employee share trust loans 5.0 11.8 83.7
Finance fease deposit 34.3 299 29.9
44.3 46.7 118.6
190.7 119.7 119.7

These loans are classified as “Loans and receivables” for IAS 39 purposes. See note 35, “Financial risk management”, for

IAS 39 accounting treatment.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

All housing and staff loans, including loans to directors, bear interest at various rates below the prime interest rate. The
loans to the employee share trust participants, including executive directors, are interest-free and are secured by the

underlying shares. The finance lease deposit accrues interest at 13.6%.

Detailed housing and employee share trust loans to the directors and Executive Commitiee members of Massmart

Holdings Limited:

Group
Remaining
Lamberti, Hayward, Pattison, Nothnagel, Executive
Ml GRC GM S Committee Total
Rm Rm Rm Rm Rm Rm
2006
Balance at the beginning of the year 37.4 121 51 - 18.4 73.0
Advanced during the year 1.1 8.7 41.1 - 33.7 84.6
Repayments (7.0) (0.8} (0.9) - (2.5 (11.2}
Balance at the end of the year 315 20.0 45.3 - 49.6 146.4
2005
Balance at the beginning of the year 457 4.0 7.5 - 9.3 66.5
Advanced during the year 1.4 8.5 0.2 - 12.2 22.3
Repayments (9.7) (0.4) (2.6) - (3.1) (15.8)
Balance at the end of the year 374 121 51 - 18.4 73.0
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
15. Deferred taxation

The major movements during the period are analysed as follows:
Net asset at the beginning of the year 330.4 261.0 263.9
Charge to profit and loss for the year 0.2 27.1 26.0
{Credit}/debit to equity (18.7) 35.5 -
Disposal of subsidiary {1.6) - -
Arising from acquisitions - 6.8 6.8
Net asset at the end of the year 312.3 3304 296.7
The major components of deferred taxation are analysed as follows:
Trademarks 181 45.6 456
Assessed loss unutilised 47.8 59.7 59.7
Export partnerships (5.4) (5.8) (5.8)
Debtors provisions 216 - 17.0 10.1
Prepayments (75.3) (57.68) (57.86)
Creditors provisions 63.0 48.6 48.6
Property, plant and equipment (20.4) {23.3) (21.2)
Finance leases 15.3 15.4 15.4
Longterm provisions 18 9.9 9.9
Income not accrued {0.2) {2.7) (2.2}
Deferred income 45.5 31.2 18
Operating lease adjustment 214.0 200.2 200.2
Other temporary differences (13.5) (7.8) (7.8)

3123 330.4 296.7
The net deferred tax position is reconciled as follows:
Deferred taxation assets 402.5 430.5 394.2
Deferred taxation liabilities (97.2) {100.1} (97.5)

3123 330.4 296.7

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
16. Inventories
Merchandise 3221.0 2677.0 2 658.0
Inventories are carried at the iower of cost or net realisable value
Inventories carried at net realisable value included above 31.5 89.5 89.5

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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~ Notes to the Consolidated Annual Financial Statements continued |

for the year ended 30 June 2006

Group
2006 2005 2004
Rm Rm Rm
| 17. Trade receivables and prepayments
Net trade accounts receivable 860.8 10257 1048.7
Net consumer accounts receivable 264.5 2559 2559
Prepayments 51.8 41.5 41.4

| Other accounts receivable 592.9 513.8 494.6
| 1 770.0 1 836.9 1 840.6

Trade receivables and prepayments are classified as “Loans and receivables” for IAS 39 purposes. See note 35,
“Financial risk management” for IAS 39 accounting treatment.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Group
2006 2005 2004
Rm Rm Rm
18. Share capital
Authorised
500 000 000 (2005: 500 000 000) ordinary shares of 1 cent each 5.0 5.0 5.0
20 000 000 (2005: nil) nonredeemable cumulative non-participating
preference shares of 1 cent each 0.2 - -
18 000 000 (2005: nil) “A” Convertible redeemable non-cumuiative
participating preference shares of 1 cent each 0.2 - -
2 000 000 (2005: nil}) “B” Convertible redeemable participating preference
shares of 1 cent each - - -
Issued
201 040 697 (2005: 199 640 697) ordinary shares of 1 cent each 2.0 2.0 2.0

Except for the issue of 1 400 000 ordinary shares issued in terms of the Massmart share incentive scheme, there were no
other movements in the share capital of the Company during the current reporting period.

included in the issued share capital are 335 764 treasury shares at the end of the year. There were no treasury shares in
the prior year.

The directors have the authority, until the next annual general meeting, to issue the ardinary shares of the Company up to a
maximum of 5% of the shares already issued.

The directors have the authority, untit the next annual general meeting, to issue the preference shares of the Company.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

Group
2006 2005 2004
Rm Rm Rm
19. Share premium

Opening balance 209.4 356.4 356.4
Premium on shares issued during the year (net of costs) 71.5 18.8 18.8
Distribution to shareholders - (195.3) {195.3)
Treasury shares {18.3) 295 29.5
262.6 209.4 209.4

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
20. Non-distributable reserves
Foreign currency translation reserve 9.1 (0.5) 34
Share-based payment reserve 43.4 26.0 -
Capital redemption reserve fund 0.2 0.2 0.2
Deferred taxation on trademarks 12.2 18.0 18.0
Amortisation of trademarks 77.7 77.7 0.7
Change in minority interests 0.8 0.7 0.7
143.4 122.1 100.0
Reconciliation of the forelgn currency translation reserve:
Opening balance (0.5) - (1.0}
Translation on consolidation 10.5 {0.5) 4.4
Hyperinflation adjustment (0.9) - -
Closing balance 9.1 {0.5) 34
Reconciliation of the share-based payment reserve:
Opening balance 26.0 2.0 -
Share-hased payment expense 17.4 17.0 -
Closing balance 43.4 26.0 -

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

At year-end, no preference shares had been issued for the Thuthukani trust. Details relating to the Thuthukani trust can be
found on pages 82 and 83.

Details of the Employee share incentive scheme can be found in note 25 on pages 147 and 149. The share-based payment
valuation was performed by Alexander Forbes for all periods.
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otes to the Consolidated Annual Financial Statements continued_|

for the year ended 30 June 2006

20. Non-distributable reserves continued
Equity-settled share option scheme
Details of the share options outstanding during the year are as follows:

2006 2005

Weighted Weighted
average average
Number exerclse Number exercise
of share price of share price
options Rand options Rand
Qutstanding at the beginning of the year 13 621 884 2212 14 473774 15.86
Granted during the year 1 285 337 53.86 3063963 40.40
Forfeited during the year {484 210) 27.23 (1130671) 16.40
Exercised during the year {2 216 843) 13.68 (2 785 182) 12.50
Outstanding at the end of the year 12 206 168 26.79 13621884 22.12

Exercisable at the end of the year 4 009 839 2 985 542

The weighted average share price at the date of exercise for share options exercised during the year was R54.72. The
options outstanding at the end of the year have a weighted average remaining contractual life of 4.2 years (2005: 5.0 years).
In 2006, options were granted on 1 October 2005, 1 November 2005, 30 November 2005, 1 Aprit 2006 and 23 May 2006.
The estimated fair values of each of the options granted on those dates are R16.01, R15.46, R13.91, R16.19 and R14.82
respectively. In 2005, options were granted on 1 September 2004, 25 February 2005, 1 Aprit 2005, 1 May 2005, 27 May
2005 and 31 May 2005. The estimated fair values of each of the options granted on those dates are R11.23, R14.22,
R14.09, R13.71, R12.54 and R12.92 respectively.

These fair values were calculated using the Binomial model. The inputs into the model were as follows:

2006 2005

Weighted average share price (Rand) 63.30 41.13

| Weighted average exercise price {Rand) 53.90 42.30
| Expected volatility 29.4% - 32.6% 33.0% - 34.0%
| Expected life 3-5 years 35 years
Risk free rate 7.1%-7.8% 7.3% - 8.5%

Expected dividend yield 38%-39% 3.7%-38%

Expected volatility was determined by calculating the historical volatility of the Company’s share price over the number of
previous years corresponding with the option lifetime. The expected life used in the model has been adjusted, based on
management’s best estimate, for the effects of non-transferability, exercise restrictions and behavioural considerations.
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
21. Minority interests
At the beginning of the year 37.7 334 31.7
Changes in minority interests (0.4) 6.7 7.4
Income attributable to minorities 24.7 2.4 2.2
Distribution to minorities {11.4) (4.8) (4.8)
At the end of the year 50.6 37.7 36.5
2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
Group
2005
2005 As previously
2006 Restated reported
Rm Rm Rm
22. Noncurrent llabilities
Interest-bearing
Unsecured
Minority shareholders’ loans 10.7 19.0 19.0
Less: Included in current borrowings (10.7) {9.5) (9.5)
Medium-term payable 3.3 34 3.4
Less: Included in current borrowings (3.3} (3.4} (3.4)
Secured
Medium-term bank loans 578.9 1089 108.7
Less: Included in current borrowings (149.2} {(70.9) {70.9)
Foreign bank loan 57.2 51.4 51.4
Less: Related cash deposit {57.2) (51.4) (51.4)
429.7 47.5 47.3
For IAS 39 accounting treatment, see note 35, “Financial risk management”.
Capitalised finance leases 101.8 105.4 105.4
Less: Included in trade and other payables (11.8) {12.9) (12.9)
90.0 92.5 925
Total interest-bearing liabilities 519.7 140.0 139.8
Interest-free
Unsecured
Minority shareholders’ loans 2.2 0.8 0.8
Less: Included in current borrowings - - -
Operating lease liability 498.9 500.6 500.6
Less: Included in trade and other payables (26.4) (30.4) (30.4)
Total non-interest-bearing liabilities 474.7 471.0 471.0
Total non-current liabilities 994.4 611.0 610.8

The minority shareholders’ loans are interest-bearing at market-related rates and are repayable in the following year.
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otes to the Consolidated Annual Financial Statements continued_

for the year ended 30 June 2006

22. Non-<current liabilities continued
Two medium-term bank loans, raised in 2001, are repayable in ten equal instalments over five years, One loan bears interest
at a fixed rate of 6.6% and the other bears interest at a floating rate [inked to the ninety-day JIBAR. The loans are secured |
by intra-group cross-suretyships. \

A further two medium-term bank loans, raised in the current year to fund the Massbuild acquisitions, are repayable in nine '
equal instalments over five years. Both loans bear interest at a fixed rate of 8.8% and 8.7%. The loans are secured by intra-
group cross-suretyships.

The foreign bank loan relates to a US Deliar denominated loan in one of Massdiscounter’s foreign operations which has a.
legal right of offset with a US Dollar denominated cash deposit. The interest rate is 0.5% below the US Dollar prime overdraft I
rate.

Capitalised finance leases inciude vehicle, fixtures, fittings, plant and computer equipment and property leases, repayable
in monthly instalments varying from one to five years at varying interest rates, some linked to the prime overdraft rate and
one fixed at 13.8%.

The capitalised finance leases are secured by moveable assets of R35.3 miflion (2005: R392.7 million} and the property
lease by the value of the underlying land.

tncluded in current borrowings is a medium-term payable of R3.3 million (2005: R3.4 million), which is an amount owing to
the Massmart Education Trust relating to cash held on its behalf. i

The operating lease liability relates to the lease smoothing adjustment required by AC105 Leases.
2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
The maturity profile of amounts payable under medium-term bank loans, short-term payables, minority shareholder loans and -

the finance leases is as follows:

Repayable Repayable in Repayable

within 1 year* 2 — 5 years after b years Total
Rm fm Rm Rm

Medium-term bank loans
Amount owing 189.7 4895 - 679.2
Less: Future finance charges {40.5) (59.8) - {100.3)
Present value of obligations 149.2 429.7 - 578.9

Medium-term payable
Amount owing 3.3 - - 3.3
Less: Future finance charges - - - -

Minority shareholders’ loans
Amount owing 10.7 1.4 0.8 12.9
Less: Future finance charges - - - -

|
| Present value of obligations 33 - - 33
|
|

Present value of obligations 10.7 1.4 0.8 12.9
Capitalised finance leases

Amount owing 23.2 64.5 74.5 162.2
Less: Future finance charges (11.4) {27.2) (21.8) {(60.4)
Present value of obligations 11.8 37.3 52.7 101.8
Total 175.0 468.4 53.5 696.9

* Included in current borrowings on the balance sheet,

For 1AS 39 accounting treatment, see note 35,“Financial risk management”.
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
23. Non-current provisions

Onerous lease provision 4.2 4.4 4.4
Less: Payable within one year included in current provisions (1.0) {0.8) (0.8)

Provision for post-retirement medical aid contributions and other
medical aid provisions 39.0 29.8 29.8
42.2 33.4 334

Repayable Repayable in Repayable

within 1 year* 2 - 5 years after 5 years Total
Rm Rm Rm Rm
2006 1.0 3.2 39.0 43.2
2005 0.8 2.9 30.5 34.2

* Included in current provisions in note 24,

Certain Group companies provide post-retirement healthcare benefits to their retirees. This fund is accounted for as a
defined benefit plan and measured using the projected unit credit method. The liability is unfunded. The main assumption
used in calculating the costs and the provision is an “interest rate — medical inflation rate” gap of 1.5% (2005: 2.0%).

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
The net expense recognised in the income statement is:
Current service cost 1.6 1.7 1.7
Interest cost 2.4 3.6 3.6
Benefits paid against balance sheet held liability (1.8} (0.8} (0.8)
Net actuarial loss/(gain) recognised in the year 7.0 (4.3) {4.3)
Net expense recognised as part of employment costs 9.2 0.2 0.2
Movements in the postretirement medical aid net liability:
Opening defined benefit obligation 29.8 29.6 296
Expense as above 9.2 Q.2 0.2
Closing defined benefit obligation 39.0 29.8 29.8

The last valuation of the liability for the postretirement medical aid contributions was performed as at June 2006 by
Alexander Forbes (2005: MS Corporate Solutions), Fellow of the Institute of Actuaries. The current year costs have been
assessed in accordance with the advice of independent actuaries.

The net actuarial loss in the current year arose as a result of a combination of the following factors:

+ A loss of R3.2 million arose as a result of a decrease in the real discount rate, i.e. the difference between the discount
rate and the healthcare cost inflation assumption, from 2.0% per annum to 1.5% per annum. This change was necessitated
in real bond yields underlying the discount rate.

+ A loss of RO.5 million arose as a result of the use of updated pre-employment mortality tables.

- Lower than expected inflation of medical scheme contributions resulted in a gain of RO.1 million.

* Previously the date of joining the medical scheme was used as an approximation for in-service members’ date of
employment. Using the actual dates of employment for in-service members we could match to previous valuations resulted
in a loss of R1.3 million. Other miscellaneous items including a higher than expected decrease in the number of in-service
members resulted in a net loss of R2.1 million.

Other than the changes listed above, the remaining assumptions are consistent with the assumptions applied in the prior year.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

145

massmart annual report




______ Notes to the Consolidated Annual Financial Statements continued_

for the year ended 30 Jjune 2006

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm

24. Provisions
Restructuring costs raised on acquisition 43 5.7 57
Onerous lease provision 1.0 0.8 0.8
5.3 6.5 6.5

Provisions raised against specific assets, for example inventories and accounts receivable, are offset against those assets.

Opening Amounts Amounts Closing
balance provided utilised balance
Rm Rm Rm Rm
Reconclliation of provisions
2006
| Restructuring costs raised on acquisition 5.7 - (1.4} 4.3
Onerous lease provision 0.8 1.0 (0.8} 1.0
' 6.5 1.0 (2.2) 5.3
2005 {restated for IFRS)
Restructuring costs raised on acquisition 6.8 - (1.1) 5.7
Onerous lease provision 0.8 0.8 (0.8) 0.8
7.6 0.8 (1.9) 6.5
2005 (as previously reported)
Restructuring costs raised on acquisition 6.8 - (1.1} 57
Onerous lease provision 0.8 0.8 (0.8) 0.8
7.6 0.8 (1.9} 6.5

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.
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Group

2006 2005

000s 000s
25. Employee share incentive scheme

Total shares and options available to the scheme 39 500 39 500
Opening balance of shares and options 22 131 24 751
New shares and options offered to employees and executive directors 2 325 4 168
Shares sold by empioyees and directors (4 887) {5 036)
Shares repurchased from/forfeited by employees and options lapsed/forfeited {492) {1752)
Closing balance of shares and options 19 077 22131

The closing balance includes 6 871 370 {2005: 8 509 327) shares and 12 206 168 (2005: 13 621 884) options. Shares
and options previously issued to employees who then subsequently left the Group are excluded from the figures above. This
has the effect of enabling these shares and options to be re-issued in terms of the employee share incentive scheme.

Options may be exercised at any time but shares arising out of options may only be sold when they have vested with the
participant.

Vesting occurs over a five-year period as follows:
25% two years after the offer date;

50% three years after the offer date;

75% four years after the offer date; and

100% five years after the offer date.

In terms of the scheme rules, all share loans on offers made prior to 22 May 2002 must be repaid or options exercised no
later than ten years from the offer date. For subsequent offers, share loans must be repaid or option exercised no later than
six years from the offer date.
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__ Notes to the Consolidated Annual Financial Statements continued_|

for the year ended 30 June 2006

25. Employee share incentive scheme continued
The following options granted to employees and directors in terms of the employee share incentive scheme have not yet
been exercised:

Number of options

Exercise price (R) 2006 2005
Offer date
22 September 1299 12.37 718 289 741 637
10 March 2000 14.61 299 000 415 025
13 November 2000 12.25 382 500 543 173
12 April 2001 8.0 - 75 000
27 August 2001 10.95 2154 258 3180394
16 January 2002 12.03 162 500 275 000
22 May 2002 13.88 705 160 1 006 070
31 October 2002 15.23 20 569 30 853
15 November 2002 17.30 25 662 38 493
19 November 2002 17.43 50 000 50 000
1 December 2002 17.80 - 49 000
1 January 2003 18.30 18 350 33 209
1 February 2003 18.20 117 987 117 987
1 April 2003 17.82 342 723 460 834
1 May 2003 18.06 64 213 108 263
27 May 2003 18.98 769 007 968 180
31 May 2003 19.14 342 883 446 827
1 September 2003 24.59 118 272 167 971
1 November 2003 28.20 60 000 60 000
26 February 2004 27.63 156 245 171 445
1 March 2004 27.90 9 904 9 904
1 April 2004 30.22 25 996 25 996
15 Aprit 2004 32.55 19 454 19 454
26 May 2004 29.87 831 045 926 874
31 May 2004 30.20 705 561 706 332 !
1 September 2004 35.31 829 579 844 579
25 February 2005 45.24 58 351 70 351
1 Aprit 2005 41,9t 1104 077 1104077
1 May 2005 43.42 43172 43172
27 May 2005 42.97 638 403 699 636
31 May 2005 42.88 147 071 232 148
1 October 2005 52.48 8 642 -
1 November 2005 51.91 68 248 -
30 November 2005 51.19 280 939 -
1 Aprit 2006 58.74 139 967 -
23 May 2006 54.13 787 541 -

12 206 168 13 621 884

The number of shares and options in the employee share incentive scheme was not affected by any restatements and so
only one set of numbers has been presented for 2005.
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26.

Retirement henefit information

All fuiktime permanent Massmart staff are members of either the Massmart Pension Fund, the Massmart Provident Fund or
the SACCAWU National Provident Fund. These funds are defined contribution funds and are subject to the Pension Funds
Act, 1956. Following the recent acquisitions, many of their staff are still members of the retirement funds of the previous
business owners. Projects are under way to transfer these employees to one of the above funds in future.

The Massmart Pension Fund and the Massmart Provident Fund are required to submit a statutory actuarial vailuation te the
Financial Services Board every three years. The funds’ Valuator certified that the funds were financially sound at 28 February
2005 and that the assets were suitable in nature, in terms of the liabilities as at valuation date.

Contributions received by the funds for the year ended 30 june 2006 amounted to R166 million (2005: R116 million). The
Group's contribution of R100 million (2005: R69 million) was included in the income statement for the year as part of
employee costs.

Group

2005
2005 As previously
2006 Restated reported

Rm Am Rm
27. Commitments
Commitments in respect of capital expenditure approved by directors:
Contracted for 183.0 114.6 114.6
Not contracted for 143.0 230.5 230.5
Acquisition commitment - 480.0 480.0
326.0 825.1 825.1

Commitments contracted for include various new Massdiscounters stores to be opened in Africa and South Africa. They also
include refurbishments at certain Makro and Massdiscounters stores.

Commitments not contracted for include the maintenance and refurbishment of certain CBW, Builders Warehouse, Federated
Timbers and Massdiscounters stores. These commitments afso include the opening of a new Servistar store and the
relocation of part of the Builders Warehouse and the entire CBW head offices.

The acquisition commitment in the pricr year was for Moresport. During the year The Competition Tribunal prohibited the
acquisition from taking place.

Massmart has the right of first refusal on the sale of any shares by the minority shareholders in various CBW stores.
Historically Massmart has exercised this right. The amount 1o be paid in future, should Massmart exercise ils right, totals
R42 million.
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_____Notes to the Consolidated Annual Financial Statements continued |

for the year ended 30 June 2006

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
28. Operating lease commitments
Land and buildings
Year 1 608.8 483.5 483.5
Years 210 5 2 592.9 2048.7 2048.7
Subsequent to year 5 2679.4 2 250.5 22505

5 881.1 4 782.7 47827

Plant and equipment

Year 1 7.4 7.5 7.5
Years 2to 5 24.2 20.0 20.0
Subsequent to year 5 2.5 26 2.6

341 30.1 301

Other

Year 1 16.3 17.2 17.2
Years 2 t0 5 16.9 321 321
Subsequent to year 5 288 - -

62.0 43.3 49.3

Promissory notes that represent commitments under non-cancellable operating leases of R1 172 million (2005: R1 275 million)
entered into by Masstores (Pty} Limited on behalf of Makro are included in operating fease commitments in land
and buildings. These leases terminate in December 2020 and have a discounted present value of R703 million
(2005: R716 million). In accordance with IAS 17 Leases, the rentals paid are amortised over the entire remaining lease
period on a straight-line basis.

Group
2005
2005 As previously
2006 Restated reported
Rm Rm Rm
29. Contingent Habilities
Guarantees in respect of creditors of subsidiary company - 1.5 1.5

There are no legal or arbitration proceedings, of which the Group is aware, which would have a material effect on the Group’s

financial position.
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30. Related party transactions
Transactions between the Company and its subsidiaries, which are related parties of the Company, have been eliminated on
consolidation and are not disclosed in this note. Details of transactions between the Group and other related parties are
disclosed below.

Compensation of key management personnel
The remuneration of directors and other key management (defined as the Massmart Executive Committee) during the year
was as follows:

Group

2006 2005

Rm Rm

Short-term benefits 56.5 30.0
Post-employment benefits 1.5 1.1
Other long-term benefits 6.0 -
Gains on exercise of share options 16.3 7.0
80.3 381

The remuneration of directors and key executives is determined by the Remuneration Committee having regard to the
performance of individuals and market trends. In 2006 there were three more members of the Executive Committee than
in 2005.

Other related party transactions
Certain properties used by Servistar are leased from 152 Alexandra Road Properties (Pty) Limited owned by John Keil.
John Keil is a director and the former owner of Servistar.

Certain properties used by CBW are leased from CCW Property Holdings in which Robin Wright has an 8.54% shareholding.
Robin Wright is a director and a former owner of CBW.

Certain properties used by De La Rey are leased from the Carlos Gomez Family Trust. Carlos Gomez is a director of
De La Rey. Robbie Best, also a director of De La Rey, and Carlos Gomez are minority sharehalders in that company.

From time to time, in the normal course of business, Massmart and its divisions make use of private aircraft hired from
competitively selected charter companies, two of which operate aircraft indirectly beneficially owned by Mr MJ Lamberti.

Loans to directors have been disclosed in note 14 on page 138.
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31. Directors’ emoluments

Executive directors’ remuneration

The comments befow provide further background and
context to the figures disclosed in Directors’ Emoluments
below and Interests of Directors (note 32).

M} Lamberti

Mark's salary and allowances were unchanged from
2005 at R2.4 million. In line with the Group's Short-
term Executive Incentive Scheme which rewards
executives based upon growth in HEPS, he received
18 months salary as a bonus, 1n addition, in recognition
of his leadership and role in: acquiring the assets,
formulating the strategy and defining the structure of
the Massbuild division; formulating and implementing
the succession process; concluding the BEE
transaction and attracting and retaining executive talent
during the 2006 financial year, the Remuneration
Committee awarded a discretionary bonus of
R3.0 million, taking his total bonus to R6.7 million.

Mark has never owned any options, but in terms of the
Employee Share Scheme, he has received interest-
hearing loans, subject to fringe benefit tax, for the
purchase of shares offered to him by the Company at
market price from time to time.

He is currently the indirect non-beneficial owner of
3 100 000 Massmart shares in the Employee Share
Scheme. This includes 1 000 000 shares issued in
March 2003 pursuant to him signing a four-year service
contract {(see details on page 112) which expires in June
2007 and which includes a condition that relingquished
his eligibility for any subsequent issues from the Share
Scheme. The average length of time he has held all of
these shares is 4.8 years and the average strike price is
R13.79 per share. On 20 September 2005 the loans
associated with 1 532 791 shares in the Employee
Share Trust were settled and these shares were
released to, and are still heid by, a company of which
Mark is the indirect non-beneficial owner.

During the 2006 financial year, Mark sold
1 552 492 Massmart shares which had been purchased
in the open market over four years ago. These shares,
which had nothing to do with his Massmart
remuneration, were sold for an average price of R60.78.
The company referred to above is still the non-beneficial
owner of a further 401 746 shares similarly purchased.

GM Pattison

Grant received a 15.8% increase to his salary and
allowances for the 2006 financial year, from R1.6 million
to R1.86 million. The reason for this exceeding an
inflationary increase is that he received a salary increase
in May 2006 upon his appointment as CEQ Designate. in
line with the Group’s Shortterm Executive Incentive
Scheme, he received 18 months salary as bonus. In
addition, in recognition of his leadership of: the
Masscash turnaround; the creation of the “Vantage”
store development decision making tool; the
implementation of the Groups broader BEE initiatives and
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the structuring of Impilo, the staff antiretroviral
programme during the 2006 financial year, the
Remuneration Committee awarded a discretionary bonus
of RO.5 million, taking his total bonus to R3.25 million.

Grant did not sell any Massmart shares or options
during the 2006 financial year.

Through the Share Scheme, Grant has purchased
1 185 919 Massmart shares and has 605 219
Massmart options. Included are 750 000 shares with a
strike price of R54.13 that were issued to him in May
2006 upon his appointment as CEQ Designate.
Excluding this recent issue, the average length of time
that he has held these shares and options is 3.6 years
and the average strike price is R24.42 per share.

GRC Hayward

Guy received a 6.67% increase to his salary and
allowances for the 2006 financial year, from
R1.5 million to R1.6 million. In line with the Group's
Short-term Executive Incentive Scheme, he received
18 months salary as bonus. In addition, in recognition
of his leadership of: the seamless implementation of
IFRS; the imposition of impeccable reporting and
accounting standards in the newly acquired businesses;
and the structuring and legalities surrounding the BEE
transaction during the 2006 financial year, the
Remuneration Committee awarded a discretionary
bonus of RO.5 million, taking his total bonus to
R2.7 million.

During the 2006 financial year, Guy converted and sold
125 000 Massmart options which he had held for more
than four years, realising a taxable gain of R5.1 million.

Through the Share Scheme, Guy has 552 524
Massmart shares and 500 000 Massmart options. The
average length of time that he has held these shares
and options is 3.6 years and the average strike price is
R24.76 per share.

S Nothnagel

Fanus received a 7.3% increase to his salary and
allowances for the 2006 financial year, from R1.8 million
to R1.93 million. in line with the Group's Shortterm
Executive Incentive Scheme, he received 18 months
salary as bonus. In addition, in recognition of his role in
achieving exceptional trading and operational results in
both Massdiscounters and Masswarehouse which he
ran concurrently for the first three months of the 2006
financial year, the Remuneration Committee awarded a
discretionary bonus of RO.5 million, taking his total
bonus to R2.6 million.

During the 2006 financial year, Fanus converted and sold
74 552 Massmart options which he had held for almost
three years, realising a taxable gain of R3.2 million.

Through the Share Scheme, Fanus has 944 688
Massmart options. The average length of time that he
has held these options is 1.5 years and the average
strike price is R36.10 per share.
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31. Directors’ emoluments
continued
For the year ended
30 June 2006
Executive directors

Lamberti, MJ 1 - 24300 6712 534 189 ~ 9835 1552 - 11 387
Lamberti, MJ 2 - - - - - - -~ 1189 - 1189
Pattison, GM ® 1863 3250 25 179 - 5316 564 - 5880
Hayward, GRC - 1600 2731 198 168 - 4697 1112 5123 10932
Nothnagel, § 7 - 1931 2633 15 184 - 4763 - 3203 7966
- 7794 15326 771 720 - 24611 4417 8326 37 354

Non-executive directors
Seabrooke, CS * 660 - - - - - 660 - - 660
Brand, MD ¢ 283 - - - - - 283 - - 283
Combi, ZL 250 - - - - - 250 - - 250
Hodkinson, J ° 166 - - - - - 166 - - 166
Langeni, P ® 205 - - - - - 205 - - 205
Matthews, IN 577 - - - - 30 607 - - 607
Maw, P 322 - - - - - 322 - - 322
Mokhobo, DNM 283 - - - - - 283 - - 283
Rubin, MJ 205 - - - - - 205 - - 205
2 951 - - - - 30 2981 - - 2981
Total 2951 7794 15 326 771 720 30 27592 4417 8326 40335

1. MJ Lamberti's salary will not be increased for the duration of his contract

N

Relates to the 1 000 000 shares issued pursuant to the signing In March 2003 of a fouryear service contract. For information regarding MJ Lamberti's service
contract see page 114 of the Directors’ report

. Appointed as nen-executive director 1 January 2004 and resigned 7 December 2004

Appointed Chairman 1 July 2003

Appointed 25 August 2004

Executive director from 7 December 2004

Executive director from 25 May 2005

[T B < I

In order to match incentive awards with the performance to which they relate, bonuses abave reflect the amounts accrued in respect of each year and not
amounts pald in that year

9. Held in terms of the rules of the Company’s share scheme

1G. Individual not recipient of fees - fees paid directly to company
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31. Directors’ emoluments
continued
For the year ended
30 June 2005
Executive directors

Massmart and  related and Massmart used to of
|
|

Lamberti, MJ ! - 2400 2700 382 195 - 58677 2033 - 7710
Lamberti, MJ 2 - - - - - - - 1398 - 1399
Pattison, GM 8 - 1608 1075 14 156 - 2853 679 - 3532
Hayward, GRC - 1500 1750 173 161 - 3584 302 5324 9210
Nothnagel, S 7 - 1799 2285 14 172 - 4270 - 787 5057
- 7307 7810 583 684 - 16384 4413 6111 26 908

Non-executive directors
Seabrooke, CS * 635 - - - - - 635 - 3059 3694
Barrett, DG 3 103 - - - - - 103 58 2305 2466
Brand, MD ° 235 - - - - - 235 - - 235
Combi, ZL 160 - - - - - 160 - - 160
Hodkinson, J ° 137 - - - - 38 175 - - 175
Langeni, P 3 137 - - - - - 137 - - 137
Matthews, IN 555 - - - - 30 585 - - 585
Maw, P 310 - - - - - 310 - - 310
Mokhobo, DNM 235 - - - - - 235 - - 235
Rubin, MJ 160 - - - - - 160 - - 160
2 667 - - - - 68 2735 58 5364 8157
Total 2667 7307 7810 583 684 68 19119 4471 11475 35065

1. MJ Lambertis salary will not be increased for the duration of his contract

N

. Relates to the 1 000 000 shares issued pursuant to the signing in March 2003 of a four-year service contract. For information regarding MJ Lamberti's service
contract see page 112 of the Directors’ report

. Appointed as non-executive director 1 January 2004 and resigned 7 December 2004

. Appointed Chairman 1 July 2002

. Appointed 25 August 2004

Executive director from 7 Décember 2004

. Executive director from 25 May 2005

0N DO AW

. In order to match incentive awards with the performance to which they refate, honuses above reflect the amounts accrued in respect of each year and not
amounts paid in that year
9. Held in terms of the rules of the Company’s share scheme

10. individual not reciplent of fees - fees paid directly to company
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32. Interests of directors in the Company’s share scheme
Options aliocated to purchase shares/shares lssued

Number of Shares/ Shares/
shares/ options options
options Issue Issue opening closing

issued date price (R) Expiry date halance batance
For the year ended
30 June 2006
Executive directors
Lamberti, MJ 3632791 2100000
Lamberti, MJ * 1 000 000 1 000 000
Pattison, GM 750 000 23 May 2006 54.13 22 May 2012 1041138 1 791138
Hayward, GRC 150 000 23 May 2006 54.13 22 May 2012 1 027 524 1052524
Nothnagel, S 200 000 23 May 2006 54.13 22 May 2012 819 240 944 688
For the year ended
30 June 2005
Executive directors
Lamberti, MJ 3632791 3632791
Lamberti, MJ * 1 000000 1 000 000
Pattison, GM 400 000 1 April 2005 41.91 31 March 2011 791138 1041 138
Hayward, GRC 200 000 1 April 2005 41.91 31 March 2011 1027524 1027 524
Nothnagel, S 400 000 1 April 2005 41.91 31 March 2011 449 240 819 240
Non-executive directors
Seabrooke, CS 118 300 -
Rubin, M} ** 80 925 -
Gains on the exercise of share options or sale of shares

Number of
shares/ Is5ue Issue Exercise/ Exercise/ Gain
options date price (R) Sale date Sale price (R} ROQO

For the year ended

30 lune 2006

Executive directors

Hayward, GRC 75 000 27 August 2001 10.95 17 November 2005 52.56 3121
Hayward, GRC 50 000 27 August 2001 10.95 28 November 2005 51.00 2 002
Nothnagel, S 74 552 1 April 2003 17.82 28 February 2006 60.78 3203
For the year ended

30 June 2005

Executive directors

Pattison, GM 150 000 13 November 2000 12.25 21 September 2004 36.72 3670
Hayward, GRC 200 000 27 August 2001 10.95 22 September 2004 35.57 5324
Nothnagel, S 30 000 1 April 2003 17.82 28 April 2005 44.06 787
Non-executive directors

Barrett, DG 72 500 27 August 2001 10.85 28 October 2004 42.74 2 305
Seabrooke, CS 59 150 10 March 2000 14.61 10 September 2004 37.64 1362
Seabrooke, CS 29 575 10 March 2000 14.61 22 September 2004 37.57 679
Seabrooke, CS 29 575 10 March 2000 14.61 10 March 2005 49.03 1018

*  Applicable to the issue of 1 000 000 shares pursuant to the signing of a four-year service contract In March 2003,
** Director settled his loan to the Massmart Limited Employee Share Trust and took transfer of the shares on 1 July 2004.
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32. Interests of directors in the Company's share scheme contlhued
Details of directors’ share options per executive director:

Movement Subscription Market Number of
date price price shares/share
2005 options Expiry date
Lamberti, M}
Balance at the beginning of
the year 4 632 791
Shares transferred to
Ratelimb (Pty) Limited * (1 532 791)
Options exercised -
New options granted -
Balance at the end of the year 3 100 000
Comprising: 4 July 2000 12.50 1 500 000 3 July 2010
27 August 2001 10.95 600 000 26 August 2011
‘ 13 March 2003 17.42 1 000 000 12 March 2009
Pattison, GM
Balance at the beginning
of the year 1041138
New shares granted 23 May 2006 54.13 750 000 22 May 2012
Balance at the end of the year 1791138
Comprising: 13 November 2000 12.25 400 000 12 November 2010
27 August 2001 10.95 150 Q00 26 August 2011
27 May 2003 18.98 55 219 26 May 2009
26 May 2004 29.87 35919 25 May 2010
1 April 2005 41.91 400 000 31 March 2011
23 May 2006 54.13 750 000 22 May 2012
Hayward, GRC
Balance at the beginning
of the year 1027 524
Options exercised 17 November 2005 10.65 52.56 {75 000)
28 November 2005 10.95 51.00 (50 000)
New shares granted 23 May 2006 54.13 150 000 22 May 2012
Balance at the end of the year 1052 524
Comprising: 10 March 2000 14.61 158 643 9 March 2010
13 November 2000 12.25 100 Q00 12 November 2010
27 August 2001 10.95 350 Q00 26 August 2011
19 November 2002 17.43 50 000 18 November 2008
26 May 2004 29.87 43 881 25 May 2010
1 April 2005 41.91 200 000 31 March 2011
23 May 2006 54.13 150 000 22 May 2012
Nothnagel, S
Balance at the beginning
of the year 813 240
Options exercised 28 February 2006 17.82 60.78 (74 552)
New options granted 23 May 2006 54.13 200 Q00 22 May 2012
Bafance at the end of the year 944 688
Comprising: 1 April 2003 17.82 313 658 31 March 2009
26 May 2004 29.87 31 030 25 May 2010
1 April 2005 41.91 400 000 31 March 2011
23 May 2006 54.13 200 000 22 May 2012

* Ratelimb (Pty} Limited is 8 company indirectly and non-beneficially owned by Mr MJ Lamberti.

156

massmart annual report




Number Shares
of shares Effective at book indebt-
in issue holding vajue edness
000s % Rm Rm
33. Principal subsidiaries
Details of Massmart’s material subsidiary companies are as follows:
Name of company
CBW Holdings (Pty} Limited - 100 1.0 6.8
De La Rey 1001 Building Materiats {Pty) Limited - 51 28.4 48.2
Federated Timbers (Pty) Limited - 100 - 0.4
Jumbo Cash & Carry (Pty) Limited - 100 74.5 -
Massmart Management and Finance Company (Pty) Limited - 100 - {243.0)
Masstores (Pty) Limited 200 100 - (408.3)
Servistar (Pty) Limited - 100 - 112.7
Shield Buying and Distribution (Pty) Limited 4 443 100 30.4 14.5
Massmart International Holdings Limited - 100 - 81.5
134.3 (387.2)
Group
2005
2005 As previously
2006 Restated reported
Rm Rm Rm
Profit after tax 858.5 667.4 693.9
Loss after tax (5.3} (84.9) {84.9)
Profit for the year 853.2 582.5 609.0

All subsidiaries listed above are incorporated in South Africa, with the exception of Massmart International Holdings limited

which is incorporated in Mauritius.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

The above includes amounts relating to continuing and discontinued operations. Details on the discontinued operation can

be found in note 3 on page 126.
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
34. Notes to the cash flow statement
34.1 Cash flow from trading
Profit before taxation 1 300.6 886.0 916.0
Adjustment for:
Depreciation, amortisation and impairment 208.9 230.9 229.3
Net (gain)/loss on disposal of property, plant and equipment {1.1) 0.3 0.3
Interest income {63.8) (50.8) (50.4}
Interest expense 96.5 728 71.4
investment income {34.6) (35.2) (35.2)
Dividend income (3.2) - -
Share-based payments 17.4 17.0 -
Loss on discontinued operation 1.8 - -
Unrealised foreign exchange loss 30.3 3.5 4.9
Other non-cash movements (9.2) 12.0 12.4

1543.6 11365 1148.7

34.2 Working capital movements

increase in inventories (560.8) (110.9) (107.8)
(Increase)/decrease in accounts receivables and prepayments {91.1) 57.1 40.2

increase in accounts payable 913.9 167.7 169.9

| Decrease in provisions (1.6) (3.4) (4.4)
260.4 1105 97.9

34.3 Taxation paid
Normal taxation:

Amounts owing at the beginning of the year 279.9 266.7 264.8
Amounts owing at the end of the year (259.2) {279.9) (279.1})
Amounts charged to the statement of changes in equity 17.0 - -
Amounts on disposal of discontinued operation 2.2 - -
Amounts acquired from purchase of subsidiary - 15.7 15.7
Taxation charged to the income statement {excluding deferred taxation) 447.5 335.0 333.0
487.4 3375 334.4
34.4 Investment to maintain operations
Land and buildings/leasehold improvements 35.5 76.6 76.6
Vehicles 18.8 10.7 10.4
Plant and equipment 100.5 81.0 81.0
Computer hardware 18.3 437 87.8
Computer software 5.4 441 -
1785 256.1 255.8
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Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
34. Notes to the cash flow statement continued
34.5 Investment to expand operations
Land and buildings/leasehold improvements 181 63.4 634
Vehicles 6.0 3z 3.2
Plant and equipment 99.0 63.8 63.6
Computer hardware 18.1 9.3 17.7
Computer software 18.7 9.4 -
Trademarks and other 2.3 - -
Goodwill 21.9 8.5 85
184.1 157.6 156.4
34.6 Proceeds on disposal of property, plant and equipment
Land and buildings/leasehold improvements 21 1.3 1.3
Vehicles 4.6 2.0 2.0
Plant and equipment 1.4 1.2 1.2
Computer equipment 0.2 0.6 0.6
8.3 5.1 5.1
34.7 Investment in subsidiaries
Fair value of assets and liabilities acquired in subsidiaries:
Cash and cash equivalents - 13.9 13.9
Inventories - 198.4 198.4
Accounts receivable and prepayments - 92.8 92.8
Property, plant and equipment - 109.9 108.9
Taxation - (15.7) (15.7}
Trade payables - (232.4) (232.4)
Provisions - (10.9) (10.9)
Loans - {61.3) (61.3)
Goodwill - 589.5 599.5
Minorities - (2.3) (2.3)
Other - 7.0 7.0
Total purchase price - 698.9 698.9
Less: Cash and cash equivalents of subsidiary - {13.9) {13.9)
Cash impact of acguisition, net of cash and cash equivalents acquired - 685.0 €85.0
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2005
2005 As previously
2006 Restated reported
Rm Rm Rm
34. Notes to the cash flow statement continued
34.8 Disposal of subsidlary
Net assets at date of disposal:
Cash and cash equivalents 25.9 - -
Accounts receivable and prepayments {162.6) - -
Property, plant and equipment (0.7) - -
Taxation (2.2) - -
Trade payables 112.7 - -
Provisions 4.2 - -
Long-term debt 124.0 - -
Loans and investments (77.4)
Loss on disposal of subsidiary 1.8 - -
Cash and cash equivalents received on sale 25.7 - -
34.9 Cash and cash equivalents at the end of the year
Cash on hand and balances with banks 14416 841.1
Bank overdrafts {65.3) ) (432.1)
Cash and cash equivalents at the end of the year 1376.3 409.0

2005 has been restated for IFRS and other adjustments.

Details can be found in note 2 on pages 124 and 125.

The above includes amounts relating to the discontinued operation. Details can be found in note 3 on page 126.
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35. Financial risk management
Interest rate management
The funding requirements/investment of surplus funds are managed by Massmart through its own commercial bank facilities.

Liquidity risk management
The Group's liquidity requirements are assessed on an ongoing basis as part of the Group’s treasury function. No significant
risk exists as the Group is conservatively structured and the operations generate positive cash flows,

Group

2005
2005 As previously
2006 Restated reported

Rm Rm Rm
Total banking and loan facilities 30928 31305 3 130.5
Actual interest-bearing debt {756.7) (670.4) (665.2)
Unutilised banking facilities 2 336.1 2 460.1 2 465.3

Banking facilities incorporate, amongst others, letters of credit, forward exchange contracts and electronic fund transfers.
These facilities have been secured by cross-suretyships between Group companies.

Credit risk management
Potential areas of credit risk include trade and consumer accounts receivable and short-term cash investments.

Trade accounts receivable consist primarily of a large, widespread customer base. Group companies regularly monitor the
financial position of their customers. Where considered appropriate, credit guarantee insurance is used. The granting of
credit is controlled by application and account limits. Provision is made for both specific and general bad debts, and at the
year-end management did not consider there to be any material credit risk exposure that was not already covered by credit
guarantee insurance or bad debt provisions.

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 125.

The following table shows the split of credit exposure:
2005
2005 As previously
2006 Restated reported

% % %

Trade accounts receivable 76 80 80
Consumer accounts receivable 24 20 20
100 100 100

All foreign denominated trading liabilities are covered by forward exchange contracts. Foreign denominated assets are not

[
|
|
Currency risk management i
covered by forward exchange contracts. |

[

Falr values of financlal instruments
All financial instruments have been classified according to the relevant 1AS 39 category. There is no difference between their
fair value and carrying value and they are accounted for as follows:

Financial assets
Available-for-sale investments
These are held at fair value and any adjustment to fair value is taken to equity. The total value taken to equity in the year
was R nil.

Held-to-maturity investments
These are held at amortised cost less any impairment losses recognised to reflect irrecoverable amounts.

Held-for-trading
These are held at fair value and any adjustment to fair value taken to the income statement. Listed investments are carried
at market value by reference to stock exchange quoted selling prices.
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35. Financial risk management continued

Financial assets continued
Originated loans
Trese are held at cost tess any impairment tosses recognised to reflect irrecoverable amounts.

Financlal liabilities
All financial liabilities are held as non-trading liabilities and are shown at amortised cost.

The cash flows expected from the Group's participation in export partnerships over the next ten to fifteen years cannot, in
the opinion of the directors be accurately fair valued and therefore have not been discounted. For fair presentation purposes, |
it is noted that any fair value impairment in the amounts due to the Group by virtue of its participation in such partnerships
would result in a corresponding reduction in the fair value of the related deferred tax liability. Consequently such fair value
impairment would have no impact on either cash flow statement or income statement of the Group.

Forward foreign exchange contracts

Forward exchange contracts are entered into to manage exposure to fluctuations in foreign currency exchange rates on
specific trading transactions. The Group's policy is to enter into forward contracts for all committed foreign currency
purchases.

In the current year, forward foreign exchange contracts have been accounted for according to IAS 39. Fair value has been -
determined using money market derivative rates at 30 June 2006 and the net gain or exposure on the contracts has been
reflected in the financial statements.

At year-end, the open forward exchange contracts were as follows:

Foreign Fair value Contract
currency  adjustment equivalent Average
{millions) Rm Rm rate
2006
usD 49.6 35.7 303.1 6.1
GBP 0.3 0.5 3.8 13.7
Euro 3.5 4.7 32.5 9.4
40.9 339.4
2005
usD 341 4.4 226.6 6.6
GBP 0.2 0.1 2.4 12.06
Euro 1.4 {0.1) 11.8 8.2
4.4 240.8

The latest maturity date on open forward foreign exchange contracts is 15 March 2007.
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36. Segmental reporting
The Group is organised into four divisions for operational and management purposes, being Massdiscounters,
Masswarehouse, Massbuild and Masscash. Massmart reports its primary business segment information on this basis.

Group
Mass-
Mass- Mass- ware-
Total Corporate discounters warehouse Massbuild Masscash house* *
Rm Rm Rm Rm Rm Rm Rm
2006
Primary business segments
Sales 29 963.6 - 8 095.7 7 661.1 3892.8 103140 11553.9
EBITA * 13335 - 546.4 288.3 290.4 2084 578.7
Net interest (paid)/received (32.2) (111.4) 30.0 20.6 6.4 13.2 36.0
Total assets 96184 211.7 3265.8 22007 1473.0 2 467.2 3673.7
Total liabilities 76659 (15689.6) 32243 24705 1 340.7 2 200.0 3811.2
Net capital expenditure 354.0 21.4 120.3 34.3 105.6 72.4 139.9
Depreciation and amortisation 202.9 51 83.3 43,9 37.6 33.0 81.5
Impairment losses 5.4 - - - - 54 -
Non-cash items other than
depreciation and impairment 37.9 35.0 (51.3) 21.3 22.3 10.6 43,6
Cash flow from operating activities 918.9 (175.2) 458.6 289.1 191.4 155.0 480.5
Cash flow from investing activities {(459.5) (128.6) (118.4) (50.1) {105.7) {56.7) (155.8)
Cash flow from financing activities 506.0 908.3 (8.3) 0.5 83.3 (477.8) 83.8
2005 (Restated)
Primary business segments
Sales 25 3815 - 7 396.6 7 178.8 15085 9 296.6 8 688.3
EBITA* 892.3 - 466.4 173.6 144.4 207.9 318.0
Net interest {paid)/received (20.2) (41.8) (1.0} 19.0 4.4 (0.8} 23.4
Total assets 8133.2 741 2588.1 1 904.9 977.6 2 588.5 28825
Total liabilities 65742 (1483.1) 25694 21758 951.4 2 360.7 3127.2
Net capital expenditure 408.6 6.2 177.1 132.7 47.1 455 179.8
Depreciation and amortisation 157.5 4.9 68.2 41.8 14.9 27.7 56.7
impairment losses - - - - - - -
Non-cash items other than
depreciation 328 (54.1) 7.6 55.7 14.3 9.3 70.0
Cash flow from operating activities 506.3 (104.4) 304.3 245.6 b7.3 35 302.9
Cash flow from investing activities (1 110.5) (555.9) (173.6) (122.9) (150.1) (108.0) (273.0)
Cash flow from financing activities (22.8) (339.7) 90.6 41.4 103.6 81.5 145.0
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Group
Mass-
Mass- Mass- ware-
Total Corpeorate discounters warehouse Massbuild Masscash house**
Rm Rm Rm Rm Rm Rm Rm
36. Segmental reporting continued
2005 (As previously reported}
Primary business segments
Sales 25 632.8 - 7 396.6 7 066.4 1 509.5 9 660.3 8 575.9
EBITA * 1021.2 - 488.2 176.7 1446 2117 321.3
Net interest (paid)/received {19.2) (41.8) (1.0) 20.0 4.4 (0.8) 24.4
Total assets 8 089.2 7414 2 550.5 18815 977.6 2 6055 28591
Totat liahilities 6436.5 (1483.1) 2450.1 2157.4 951.4 2 360.7 31088
Net capital expenditure 407.1. 6.2 177.1 131.2 47.1 455 178.3
Depreciation and amortisation 155.9 4.9 68.2 40.2 14.9 27.7 55.1
Impairment losses - - - - - - -
Non-cash items other than
depreciation 17.8 {56.3) 4.3 53.1 10.7 6.0 63.8
Cash flow from operating activities 510.0 (104.4) 304.3 249.3 57.3 3.5 306.6
Cash flow from investing activities (1 109.0} (556.5) (173.6} (121.4) {150.0) {107.5) (271.4)
Cash flow from financing activities {22.8) (339.7) 90.6 41.4 103.6 81.5 145.0

The Corporate column includes certain consolidation entries.

2005 has been restated for IFRS and other adjustments, Details can be found in note 2 on pages 124 and 125.

The above results exclude amounts relating to the discontinued operation. Details can be found in note 3 on page 126.

*  EBITA is earnings before interest, tax and asset impairments.

** Far segmental reporting purposes, Massbuild, comprising Builders Warehouse, Federated Timbers, De La Rey and Servistar, has been excluded from the
Masswarehouse division. The Masswarehouse resuits on the previous basis of reporting have been shown separately to comply with IAS 14 Segment Reporting,

Group
Rest of Rest of
Total South Africa Africa Total Scuth Africa Africa
2006 2006 2006 2005 2005 2005
Rm Rm Rm Rm Rm Rm
Geographic segments
(2005 Restated)
Sales 29 963.6 28 321.5 1642.1 25 381.5 23731.2 1650.3
Segment assets 9618.4 9 203.8 414.6 8 133.2 7 839.7 2935
Net capital expenditure 354.0 328.8 25,2 408.6 3246 84.0
(As previously reported)
Sales 25 632.8 24 094.9 1537.9
Segment assets 8 089.2 77824 306.8
Net capital expenditure 407.1 3246 82.5

2005 has been restated for IFRS and other adjustments. Details can be found in note 2 on pages 124 and 1.25.
The above results exclude amounts relating to the discontinued operation. Details can be found in note 3 on page 126.
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37. Critical accounting judgements and key sources of estimation uncertainty

Critical judgements in applying the entity’s accounting policles

in the process of applying the entity's accounting policies, which are described in note 1, management has not made any
critical judgements that have a significant effect on the amounts recognised in the financial statements {(apart from those
involving estimations, which are dealt with below).

Key sources of estimation uncertalnty

The key assumptions concerning the future, and other key sources of estimation uncertainty at the balance sheet date, that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabifities within the next
financial year, are discussed below.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of the cash-generating units to which
goodwill has been allocated. The value in use calculation requires the entity to estimate the future cash flows expected to
arise from the cash-generating unit and a suitable discount rate in order to calculate present value. The carrying amount of
goodwill at the balance sheet date was R1 196.4 (2005: R1 149.9). No impairment loss was recognised in the current year
and an amount of R72.4 million was recognised in the prior year. Details of the impairment loss calculation are provided in
note 11.
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otes to the Consolidated Annual Financial Statements continued

for the year ended 30 June 2006

38. Shareholder analysis
The following analysis of shareholders was extracted from the shareholders register as at June 2006:

Number of
Number % shares %
Shareholder spread
1 -1 000 shares 4701 70.92 1487 338 Q.74
1 001 - 10 000 shares 1457 21.98 4278 030 213
10 001 - 100 000 shares 283 4.27 10 604 626 5.27
100 001 - 1000 000 shares 148 2.23 47 920 995 23.84
1 000 001 shares and over 40 0.60 136749 708 68.02
6 629 100.00 201 040 697 100.00
Distribution of shareholders
Banks 186 2,81 125901 266 62.63
Close corporations 72 1.09 86 368 0.04
Endowment funds 42 0.63 193 187 0.10
Individuals 4 803 72.45 5 435 534 2.70
Insurance companies 40 0.60 6 121 647 3.04
investment companies 18 0.27 8 296 763 4.13
Medical aid schemes 7 011 151 5631 0.08
Mutual funds 177 2.67 16 189 113 8.05
Nominees and trusts 826 12.486 2 510 658 1.25
QOther corporations 68 1.03 1639 500 0.82
Pension funds 174 2.62 22 837 935 11.36
Private companies 184 2,78 4 283 707 2.13
Public companies 30 0.45 185 654 0.09
Share trusts 2 0.03 7207 134 3.58
6 629 100.00 204 040 697 100.00
Public/non-public shareholders
Non-public shareholders:
Directors of the Company 7 0.11 7178 980 3.57
Share trust 2 0.03 2 368 691 1.18
Public shareholders 6 620 99.86 191 493 026 95.25
6 629 100.00 201 040 697 100.00

The following analysis of shareholders was extracted from the shareholders register as at June 2006:

Beneficial shareholders holding 5% or more

The following shareholders held beneficially, directly

or indirectly, more than 5% of the Company's shares:

Public lnvestment Commissioners 10 284 376 5.12

Foreign custodians holding of 5% or more

The following custodians hefd beneficially, directly

or indirectly, more than 5% of the Company’s shares:

JP Morgan Chase 38 067 229 18.94
State Street Bank & Trust Co 26 814 953 13.34

For details of the directors’ shareholdings see page 111 of the Directors’ report.
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assmart Holdings Limited iIncome Statement

or the year ended 30 June 2006

Company
2006 2005
Notes Rm Rm
Revenue 1 158.6 576.7
Management and administration fees received 41.2 304
Dividends received 109.5 545.2
Employment costs (23.8) (12.8)
Loss on disposal of Furnex (77.6} -
Net operating costs {(4.9) {5.9)
Operating profit 44.6 556.9
Finance costs (5.0} (7.3)
Finance income 7.9 1.1
Net interest received/{paid) 2.9 (6.2)
Profit before taxation 47.5 550.7
Taxation 2 (47.6) (23.3)
Profit after taxation (0.1) 527.4
Dividends/distribution per share {cents)
Interim 130.0 111.0
Final* (see note 8 on page 131 of the Group accounts) 80.0 72.0

* Declared and paid after the financial year-end,
No financlal changes were required to convert Massmart Holdings Limited to IFRS.

167

massmart annual report




_ Massmart Holdings Limited Balance Sheet

as at 30 June 2006

Company
2006 2005
Notes Rm Rm
Assets

Non-current assets 283.1 1113.9
Interests in subsidiaries 3 (145.0) 745.5
Other investments and loans 4 425.2 368.4
Deferred taxation 5 2.9 -
Current assets 19.0 14.6
Trade receivable and prepayments 23 14.6
Cash and cash equivalents 16.7 -
Total assets 302.1 1128.5

Equity and liabilities
Capital and reserves 212.5 654.8
Share capital 6 2.0 2.0
Share premium 7 262.6 209.4
Retained profit (92.1) 443.4
Total equity 2125 654.8
Current liabilitles 89.6 473.7
Trade and other payables 81.3 46.7
Taxation 8.3 7.0
Cash and cash equivalents - 420.0
Totai equity and {iabllities 302.1 1128.5

No financial changes were required to convert Massmart Holdings Limited to IFRS.
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for the year ended 30 June 2006

Massmart Holdings Limited Cash Flow Statememt

Company

2006 2005
Notes Rm Rm

Cash flow from operating activitles
Cash flow from trading a.1 12.3 (36.9)
Working capital movements 9.2 (12.0) (1.6}
Cash generated/(utilised) from operations 0.3 (38.5)
Interest received 7.9 1.1
Interest paid {5.0) {7.3)
Investment income 109.5 545.2
Taxation paid (49.2) (12.9)
Dividends/distribution to shareholders paid (403.5) (416.4)
Net cash (outflow)/inflow from operating activities (340.0) 64.2
Change in subsidiary shareholding - (20.4)
Disposal of subsidiary 9.3 24.8 -
Loans and other investments 698.7 (482.9)
Net cash inflow/(outflow) from Investing activities 723.5 {503.3)
Shares issued {net of costs) 71.5 188
Acquisition of treasury shares (18.3) -
Net cash inflow from financing activities 53.2 18.8
Net increase/{decrease) in cash and cash equivalents 436.7 {420.3)
Cash and cash equivalents at the beginning of the year (420.0} 0.3
Cash and cash equivalents at the end of the year 16.7 {420.0)

No flnancial changes were required to convert Massmart Holdings Limited to IFRS.
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_ Massmart Holdings Limited Statement of Changes in Equity |

for the year ended 30 June 2006

Company

Share Share Retained
capital premium profit Total
Rm Rm Rm Rm
Balance as at 30 June 2004 2.0 356.4 193.2 552.3
Profit for the year - - 527.4 527.4
Share trust loss - - (56.8) (56.8)
Issue of shares (net of costs) - 18.8 - 18.8
Dividends paid - - (221.1) (221.1)
Treasury shares 29.5 29.5
Share premium distribution to shareholders - {195.3) - {195.3)
Balance as at 30 June 2005 2.0 208.4 443.4 654.8
Profit for the year - - (0.1) (0.1)
Share trust loss - - (91.9) (91.9)
Issue of shares (net of costs) - 71.5 - 71.5
Dividends paid - - (403.5) {403.5)
Treasury shares - (18.3) - (18.3)
Balance as at 30 June 2006 2.0 262.6 {52.1) 2125

No financial changes were required to convert Massmart Holdings Limited to IFRS.
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Notes to the Annual Financial Statements

for the year ended 30 June 2006

Company
2006 2005
Rm Rm
1. Revenue
Dividends received 109.5 545.2
interest received 7.9 1.1
Management and administration fees received 41.2 304
1568.6 576.7
2. Taxation
Current year
South African normal tax
Current tax 58 3.9
Deferred tax {2.9) 0.1
Secondary tax on companies 434 19.2
46.3 23.2
Prior year under/(over) provision:
South African normal tax
Current tax 1.3 0.1
13 0.1
Total 47.6 23.3
The rate of taxation is reconciled as follows: % %
Standard corporate tax rate 29.0 290
Exempt income {66.8) (28.7)
Disallowable expenditure 1.2 0.4
Prior year under provision 2.7 35
Secondary tax on companies 849 -
Loss on sale of Furnex Stores (Pty) Limited 47.3 -
Other i.8 0.0
Effective rate 100.1 4.2
2006 2005
Rm Rm
3. Interest In subsidiarles
Shares at cost less amounts written off 134.3 134.3
Amounts owing (to)/by subsidiaries {279.3) 611.2
(145.0) 745.5
Details of net shares at cost can be found note 33 on page 157 of the Group accounts,
4. Other investments and loans
Unlisted investments
Preference shares — Fullimput 65 (Pty} Limited® 420.5 364.3
Investment in Imagegate Limited (UK)® 4.7 4.1
425.2 3684

The directors’ valuation of the unlisted investments at 30 June 2006 is R425.2 million (2005: R368.4 million), The
preference share investment represents cumulative preference shares in Fullimput 65 (Pty} Limited. A long-term liability of
the Group is secured by a cession of the preference shares.

Nates
1. Classified as a "held-to-maturity” financiai asset for JAS 39 purposes.
2. Classified as a “loan and receivable” financial asset for IAS 39 purposes.

For 1AS 39 accounting treatment of these financiat assets, see note 35 in the Group accounts.
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_____Notes to the Annual Financial Statements continved

for the year ended 30 June 2006

Company
2006 2005
Rm Rm
5. Deferred taxation
The major movements during the year are analysed as follows:
| Net asset at the beginning of the year - -
| Charge to profit or loss for the year 29 -
: Net asset at the end of the year 2.9 -
The major components of deferred taxation are analysed as follows:
Other temporary differences 2.9 -
2.9 -
6. Share capital
Authorised
500 000 000 (2005: 500 000 000) ordinary shares of 1 cent each 5.0 5.0
20 Q00 000 (2005: nil) nonredeemable cumulative non-participating preference
shares of 1 cent each 0.2 -
18 000 000 (2005: nil) “A” Convertible redeemable non-cumuiative participating
preference shares of 1 cent each 0.2 -
2 000 000 (2005: nil) “B" Convertible redeemable participating preference
shares of 1 cent each - -
Issued
201 040 697 (2005: 199 640 697) ordinary shares of 1 cent each 2.0 2.0

Except for the issue of 1 400 000 ordinary shares issued in terms of the Massmart share incentive scheme, there were no
other movements in the share capital of the Company during the current reporting period.

Included in the issued share capital are 335 764 treasury shares. There were no treasury shares in the prior year.

The directors have the authority, until the next annual general meeting, to issue the ordinary shares of the Company up to a
maximum of 5% of the shares already issued.

The directors have the autharity, until the next annual general meeting, 1o issue the preference shares of the Company.

The following options granted to employees in terms of the employee share incentive scheme have not yet been exercised:
12 234 468 (2005: 13 621 884) Massmart ordinary shares at considerations ranging from R12.37 to
R58.74 (2005; R12.37 to R45.24),
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Company

2006 2005
Rm Rm
7. Share premium

Opening balance 209.4 356.4
Premium on shares issued during the year net of costs 715 18.8
Treasury shares {18.3) 29.5
Distribution to shareholders . - (195.3)
262.6 209.4

8. Contingent liabifities

Cross-suretyships under banking and other financial facilities 37958 3 846.5

3 795.8 3 846.5

Banking facilities incorporate, amongst others, letters of credit, forward exchange contracts and electronic fund transfers.
These facilities have been secured by cross-suretyships between Group companies.

Other financial facilities relate to Promissory notes that represent commitments under non-canceilable operating leases of
R1 172 million (2005: R1 275 million) entered into by Masstores (Pty) Limited on behalf of Makro are included in operating
lease commitments in land and buildings. These leases terminate in December 2020 and have a discounted present value
of R703 million (2005: R716 million). In accordance with IAS 17 Leases, the rentals paid are amortised over the entire
remaining lease period on a straight-line basis.
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—___Notes to the Annual Financial Statements continued

for the year ended 30 June 2006

Company
2006 2005
Rm Rm
9. Notes to the cash flow statement
9.1 Cash flow from trading
Profit before taxation 47.5 550.7
Adjustment for:
Interest received (7.9) {1.1)
Interest paid 5.0 7.3
Investment income {109.5) {(545.2)
Other non-cash movements 77.2 (48.6)
' 12.3 (36.9)
9.2 Working capital movements
Decrease/(increase) in accounts receivable 144 (4.4)
{Decrease)/increase in accounts payable {26.4) 2.8
(12.0) {1.6)
9.3 Disposat of subsidiary
Net assets at date of disposal:
Cash and cash equivalents 26.8 -
Accounts receivable and prepayments (162.6) -
| Froperty, plant and equipment (0.7) -
Taxation (2.2) -
Trade payables 112.7 -
Provisions 4.2 -
Long-term debt 124.0 -
Loans and investments (77.4) -
24.8 -
Cash and cash eguivalents received on sale 24.8 -
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or the year ended 30 June 2006

otice is hereby given that the annual general meeting of
he Company will be held at 08:30 at Massmart House,
6 Peltier Drive, Sunninghill Ext 6, Sandton on Wednesday,
2 November 2006, for purposes of:

Transacting the following business:

1.4 to receive and adopt the annual financial
statements of the Company and the Group for the
year ended 30 June 2006;

to elect directors in the place of those retiring in
accordance with the Company's Articles of
Association; and

to transact such other business as may be
transacted at an annual general meeting.

1.2

1.3

Considering and, if deemed fit, passing, with or without
modification, the following ordinary and special
resolutions:

Ordinary resolutions

1. “Resolved that the annual financial statements of the
Company and the Group for the year ended 30 June
2006, circulated together with this notice, be and are
hereby adopted.”

“Resolved that Mr MD Brand, who now resigns by rotation
and has offered himself for re-election, be and is hereby
re-elected to the Board of directors of the Company.”

“Resolved that Mr ZL Combi, who now resigns by rotation
and has offered himself for re-election, be and is hereby
re-elected to the Board of directors of the Company.”

“Resolved that Mr GRC Hayward, who now resigns by
rotation and has offered himself for re-election, be and is
hereby reelected to the Board of directors of the
Company.”

5. *“Resolved that Mr IN Matthews, who now resigns by
rotation and has offered himself for re-election, be and is
hereby reelected to the Board of directors of the
Company.”

“Resolved that Mr P Maw, who now resigns by rotation
= and has offered himself for re-election, be and is hereby
re-efected to the Board of directors of the Company.”

7. “Resolved that the non-executive directors’ annual
remuneration for the 2007 financial year be set as

follows:
Chairman R500 000
Directors R175 00O

otice of Annual General Meeting

175

8.

i0.

11.

R175 000
R82 000"

Committee chairmen
Committee members

“Resolved that Messrs Deloitte & Touche be and are
hereby re-elected as the Company's auditors for the
ensuing financial year,”

“Resolved that all the ordinary shares in the authorised but
unissued share capital of the Company be and are hereby
placed under the control of the directors in terms of
section 221(2) of the Companies Act, 1973 {Act 61 of
1973), as amended (“the Act™), who shall be authorised to
allot and issue such shares to such person or persons on
such terms and conditions as they may deem fit but not
exceeding 5% of the number of shares already in issue.
Such allotment will be in accordance with the Act and the
Listings Requirements of the JSE Limited (“the JSE")".

“Resolved that, subject to the JSE Listings
Requirements, the directors be and are hereby
authorised to issue the ordinary shares in the authorised
but unissued share capital of the Company for cash to
such person or persons on such terms and conditions as
they may deem fit, subject to the following:

10.1 the shares shall be of a class already in issue;

10.2 the shares shall be issued to public shareholders
(as defined in the ISE Listings Requirements) and
not to related parties (as defined in the JSE
Listings Requirements});

10.3 the issues in the aggregate in any one financial
year shall not exceed 5% (five percent) of the
number of shares already in issue;

10.4 the maximum discount at which the shares may be
issued shall be 10% (ten percent) of the weighted
average traded price of the shares over the 30
(thirty) business days prior to the date that the
price of the issue is determined or agreed by the
directors;

10.5 the authority hereby granted will be valid until the
Company’s next annual general meeting or for a
period of 15 (fifteen) months, whichever period is
shorter;

10.6 once the securities have been issued, the Company
shall publish an announcement in accordance
with paragraph 11.22 of the JSE Listings
Requirements.”

“Resolved that all the preference shares in the
authorised but unissued share capital of the Company be
and are hereby placed under the control of the directors
in terms of section 221(2) of the Companies Act, 1973
(Act 61 of 1973), as amended (“the Act™), who shali be
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for

12.

otice of Annual General Meeting continuea

the year ended 30 June 2006

authorised to allot and issue such shares to such person
or persons on such terms and conditions as they may
deem fit. Such allotment will be in accordance with the
Act and the Listings Requirements of the JSE Limited.

“Resolved that, subject to the JSE Listings
Requirements, the directors be and are hereby
authorised to issue the preference shares in the
authorised but unissued share capital of the Company for
cash to such person or persons on such terms and
conditions as they may deem fit, subject to the foliowing:
12.1 the shares shall be issued to public shareholders
(as defined in the JSE Listings Requirements) andg
not to related parties (as defined in the JSE
Listings Requirements);

12.2 the authority hereby granted will be valid until the
Company's next annual general meeting or for a
period of 15 (fifteen) months, whichever period is
shorter;

12.3 once the securities have been issued, the Company
shall publish an announcement in accordance
with paragraph 11.22 of the JSE Listings
Requirements.”

The approval of a 75% (seventy-five percent) majority of the
votes cast by shareholders present or represented by proxy at
the annual general meeting is required for this resolution to
become effective;

Special resolution:

1

“Resolved that the Company and its subsidiaries be and
are hereby authorised in terms of sections 85(2) and
85(3) of the Act, and the JSE Listings Requirements, from
time to time to acquire the ordinary and/or preference
shares in the issued share capital of the Company from
such shareholder/s, at such price, in such manner and
subject to such terms and conditions as the directors
may deem fit, but subject to the Articles of Association of
the Company, the Act and the JSE Listings Requirements,
and provided that:

1.1 the authority hereby granted will be valid until the
Company's next annual general meeting, or for a
period of 15 (fifteen) months from the date of
registration of this special resolution, whichever
period is shorter;

acquisitions may not be made at a price greater
than 10% (ten percent) above the welghted average
of the market value for the shares determined over
the 5 (five} business days prior to the date that the
price for the acquisition is effected;

1.2

Statement by the Board of Directors
in accordance with the JSE Listings Requirements, the
directors state that:

a)

b)
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1.3 acquisitions in aggregate in any one financial yea
shall not exceed 15% (fifteen percent) of that class
of the Company's issued ordinary and preferencd
share capital;

the repurchase of securities will be effecte
through the order book operated by the JSE trading
system and wil be done without any priof
understanding or arrangement between thd
Company and the counter party;
the Company will only appoint one agent to effect
the repurchases on the Company’s behalf;
the Company will only undertake a repurchase of|
securities if, after such repurchases, the Company
complies with the JSE Listings Reguirements
shareholder spread requirements;
neither the Company nor its subsidiaries will
repurchase securities during a prohibited period (as
defined in the JSE Listings Requirements);
an announcement complying with 11.27 of the JSE|
Listings Requirements will be published by the
Company when the Company and/or its
subsidiaries have cumulatively repurchased 3%
{three percent) of the Company's issued ordinary]
and/or preference share capital and for each 3%
{three percent) in aggregate thereafter.”

1.4

1.5

1.6

1.7

1.8

the intention of the directors is to utilise the authority at
a future date, provided that the cash resources of the
Company are in excess of its requirements. In this
regard, the directors will take into account, inter alia, an
appropriate capitalisation structure for the Company and
the longterm cash needs of the Company, and will
ensure that any such utilisation is in the interests of the
shareholders;

having considered the effect of the maximum number of
ordinary and preference shares that may be acquired
pursuant to the authority and the date upon which such
acquisition/s will take place: :
the Company and its subsidiaries will be able in the!
ordinary course of business to pay their debts for a |
period of twelve months after the date of this notice!
of annual general meeting; !
the assets of the Company and its subsidiaries will
be in excess of the liabilities of the Company and its
subsidiaries for a period of twelve months after the
date of this notice of annual general meeting, such
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assets and liabilities being fairly valued in accordance
with Internationat Financial Reporting Standards and
in accordance with the accounting policies used in
the Company and the Group annual financial
statements for the year ended 30 June 2006;

- the issued share capital and reserves of the
Company and its subsidiaries wiil be adequate
for purposes of the business of the Company and
its subsidiaries for a period of twelve months
after the date of this notice of annual general
meeting,

- the working capital available to the Company and
its subsidiaries will be adequate for purposes of
the business of the Company and its subsidiaries
for a period of twelve months after the date of this
notice of annual general meeting.

;._

e Company will ensure that its sponsor provides the
ecessary sponsor letter on the adequacy of the working
apital in terms of the JSE Listings Requirements, prior to the
ommencement of any purchase of the Company’s shares on

the open market.

T

eason and effect

he reason for special resolution number 1 is to give a
andate to the directors to repurchase ordinary and
p'reference shares in the Company.

IJ—=-

ﬂhe effect of special resolution number 1 will be that the
ompany and its subsidiaries will be authorised to acquire
rdinary and preference shares in the Company.

Voting and proxies
Il holders of ordinary shares in the Company will be entitled
tp attend and vote at the annual general meeting. Subject to
ny rights or restrictions for the time being attached to any
rdinary shares, on a show of hands, every shareholder who
is present in person, or in the case of a company, the
r(lapresentative appointed in terms of section 188 of the Act,
shall have one vote. On a poll, each shareholder shall have
0 many votes for each share as is determined in accordance
ith section 185 of the Act, read with the Company’s Articles
f Association.
!
In terms of the Listings Requirements, Massmart shares held
by and registered in the name of The Massmart Holdings
Limited Employees Share Trust will not have their votes at the
annual genera! meeting taken into account for Listings
Requirements resolution approval purposes.
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If you hold certificated shares (i.e. have not dematerialised

your shares in the Company} or are registered as an own

name dematerialised shareholder, then:

- you may attend and vote at the annual general meeting;
alternatively

*  you may appoint a proxy 1o represent you at the annual
general meeting by completing the attached form of proxy
and returning it to the registered office of the Company to
be received by no later than 48 hours prior to the time
appointed for the holding of the meeting (excluding
Saturdays, Sundays, and public holidays).

if you own dematerialised shares {i.e. have replaced the

paper share certificates representing the shares with

electronic records of ownership under the JSE’'s electronic
settlement system, STRATE Limited (*STRATE")} and are not

registered as an “own name dematerialised shareholder” (i.e.

specifically instructed your Central Security Depository

Participant (“CSDP”) to hold your shares in your own name on

the Company's sub-register), then, subject to the mandate

between yourself and your CSDP or broker:
if you wish to attend the annual general meeting you
must contact your CSDP or broker, as the case may be,
and obtain the relevant letter of representation from it;
alternatively,

- if you are unable to attend the annual general meeting but
wish to be represented at the meeting, you must contact
your CSDP or broker, as the case may be, and furnish it
with your voting instructions in respect of the annual
general meeting. You must not complete the attached
form of proxy. The instructions must be provided in
accordance with the mandate between yourself and your
CSDP or broker, as the case may be, within the time period
required by your CSDP or broker, as the case may be.

CSDPs, brokers or their nominees, as the case may be,
recorded in the Company's sub-register should, when
authorised in terms of their mandate or instructed to do so by
the owner on behalf of whom they hold dematerialised shares
in the Company, vote by either appointing a duly authorised
representative to attend and vote at the annual general
meeting or by completing the attached form of proxy in
accordance with the instructions thereon and returning it to
the registered office of the Company to be received not less
than 48 hours prior to the time appointed for the holding of
the meeting.

in terms of the JSE Listing Requirements for special
resolution 1, general information is included in the annual
report attached, including:

(i) Directors and managerment (pages 10 - 13);
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| INOtIce Oor Annual General ivieeting continued

for the year ended 30 June 2006

(i} Major shareholders {page 1686);

(iii} Material changes {page 110};

(iv) Directors' interest in securities (page 111);
(v) Share capital of the Company {page 140); and
(vi) Litigation (page 112)

The directors whose names appear on pages 10 and 11 of
the annual report collectively and individually accept full
responsibility for the accuracy of the information given and
certify that to the best of their knowledge and belief there are
no facts that have been omitted which would make any
statement false or misleading, and that all reascnable
enguiries to ascertain such facts have been made and that
the circutar (the notice to the annual general meeting)
contains all information required by law and the JSE Listings
Requirements.

By order of the Board

Aubrey Clmring
Company Secretary

Johannesburg
17 October 2006
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'_Torm of Proxy
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Massmart Holdings Limited
Registration number 1940/014066/06
JSE share code MSM

I8IN code ZAEQQD029534
{fMassmart” or “the Company™)

rm of proxy for use at the annual general meeting of the Company to be held at 08:30 at Massmart House, 16 Peltier Drive,
unninghill Extension 6, Sandton on Wednesday, 22 November 2006

o!?m‘y certificated and own name dematerialised shareholders may complete a form of proxy or alternatively attend the annual general
meeting.

1/We

being a member/members of the abovementioned company and holding shares in the Company

H

hlereby appoint;

fatiing him/her,

or failing him/her, the chairman of the annual general meeting as my/our proxy to vote for me/us on my/our behalf at the annual

general meeting of the Company to be held at 08:30 on Wednesday, 22 November 2006 at Massmart House, 16 Peltier Drive,
unninghill Extension 6, Sandton and at every adjournment of that meeting.

igned at this day of 2006
ignature
Please indicate with an “X" in the appropriate space below how you wish your vote to be cast. If you return this form duly signed,
without any specific directions, the proxy shall be entitled to vote as he/she thinks fit.
In favour of Agalnst Abstain from
resolution resolution voting

Ordinary resoiutions
1. Adoption of the annual financial statements

. Re-election of Mr MD Brand to the Board of Directors

. Re-election of Mr ZL Combi to the Board of Directors

. Re-election of Mr GRC Hayward to the Board of Directors

. Re-election of Mr IN Matthews to the Board of Directors

. Re-election of Mr P Maw to the Board of Directors

. Approval of the non-executive directors’ annual remuneration

. Re-election of Messrs Deloitte & Touche as the Company's auditors

. Placement of the unissued ordinary share capital under the
control of the directors

. Authorisation for the directors to issue ordinary shares for cash,
limited to 5% of the shares in issue

11. Placement of the unissued preference share capital under the
control of the directors

12. Authorisation for the directors to issue preference
shares for cash

Speclal resoiution
. Authority for the Company to buy back its own shares

Wi~ ®|O b (WN

=
o

A|member entitled to attend and vote at this meeting is entitled to appeint one or more proxies to attend, speak and vote in his/her
stead. A proxy need not be a member of the Company. Proxies must be {odged at the registered office of the Company not less
an 48 (forty-eight) hours before the time for holding the meeting.

[
e
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____Notes to the Proxy

1. A form of proxy is only to be completed by those ordinary shareholders who are:
1.1 holding ordinary shares in certified form; or
1.2 recorded on sub-register electronic form in “own name”.

i

]

[

|

}
2. If you have already dematerialised your ordinary shares through a Central Securities Depository Participant (“CSDP”) or broker
and wish to attend the annual general meeting, you must request your CSDP or broker to provide you with a letter of

representation or you must instruct your CSDP or broker to vote by proxy on your behalf in terms of the agreement entere
into between yourself and your CSDP or broker. [

3. A member may insert the name of a proxy or the names of two alternative proxies of the member's choice in the spa .
provided. The person whose name stands first on the form of proxy and who is present at the annual general meeting ¢f
shareholders will be entitled to act as proxy to the exclusion of those whose names follow.

4, A member's instructions to the proxy must be indicated by the insertion of the relevant numbers of votes exercisable by t
member in the space provided. Failure to comply with the above will be deemed to authorise the proxy to vote or to abstain
from voting at the annual general meeting as he/she deems fit in respect of all the member’s votes exercisable thereat. A
member or the proxy is not obliged to use all the votes exercisable by the member or by the proxy, but the total of the votels
cast and in respect of which abstention is recorded may not exceed the total of the votes exercisable by the member or by
the proxy. X

5. Forms of proxy must be lodged with or posted to the Company's registered office, Massmart House, 16 Peltier Drivg,
Sunninghill, Extension 6, Sandton, 2196 (Private Bag X4, Sunninghill, 2157), to be received no later than 08:30 on Monday, |
20 November 2006. !

6. The completion and lodging of this form of proxy will not preclude the relevant member from attending the annual general |
meeting and speaking and voting in person thereat to the exclusion of any proxy appointed in terms hereof. ‘

7. Documentary evidence establishing the authority of a person signing this form of proxy in a representative capacity or oth!ar
legal capacity must be attached to this form of proxy, uniess previously recorded by the transfer secretaries or waived by th
chairman of the annual general meeting.

4]

8. Any alteration or correction made to this form of proxy must be initialled by the signatory/ies.

!
9. Notwithstanding the aforegoing, the chairman of the annual general meeting may waive any formalities that would otherwige
be a prerequisite for a valid proxy.

10. If any shares are jointly held, the first name appearing in the register shall, in the event of any dispute, be taken as a membar.
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